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WORL D NEWS 

Pakistan ‘to decide 
on test ban treaty 
regardless of 
India’s actions’ 

Pakistan mil take a decision on 
s Jffrin g th® International Compre- 
hensive Teat Ban Treaty regardless 
of what India does. Islamabad offi- 
ce said. The move marks a signifi- 
cant foreign policy shift; Pakistan 
has tong insisted it would comply 
with international treaties only if 
India did so ahnultaneousiy 
Pages 

RussUn officials quell rumours 

Russian law enforcement officials 
tried to quash suggestions that the 
murder of Lev Rokhfln, a former 
general and one of President Boris 
Yeltsin's harshest critics, had been 
potiticalty motivated. Page 2 

AHne set tefae four Jets 

Multinational airline Air Afrique said 
credit insurers were seizing its four 
A310-300 jets from midnight 
. tomorrow because debt arrears 
had not been paid. Air Afrique has 
been trying to set up a leasing 
company to take over the aircraft 
and related debt 

DdegaUon heads far Nigeria 

A US mission was due in Nigeria 
today amid expectations that jailed 
opposition politician M os hood Abl- 
ate would soon be released!. 

Berbers protest over language law 
Thousands of Berbers demon- 
strated In Algeria to demand rec- 
ognition of their Tamazight lan- 
guage as the authorities began 
enforcing a Law making Arabic 
compulsory for official business. 

Tehran's mayor bees near charges 
An Iranian court made new corrup- 
tion charges against Tehran's 
suspended mayor, Ghotamhosseln 
Karbaschi, an alty of Iranian presi- 
dent Mohammad Khatami. It 
accused Mr Karbaschi of obtaining 
contributions to Khatami's 1987 
election campaign from developers 
In exchange for Illegal advantages 
In deallngswtth tbe municipality. 

Israel adamant on Jerasalaiiipfan - 

Israel said it had no intention of : 
altering Its plans to axtehd the ■ 
boundaries of Jerusalem, despite 
Arab condemnation. Page 4 

Fires ravagewesteni Cyprus 
Two villages were evacuated in 
northern Cyprus and residents of a 
third prepared to abandon their 
homes as a bush fire raged In the 
west of the Mediterranean island. 

Stonkta Wo up N-power station 
Stovakta has connected the first 
reactor of fts controversial nuclear 
power plant at Mochovce to the 
national electricity grid. Mochovce 
has been the subject of dispute 
with neighbouring Auatiia, which 
opposes nuclear power. 
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US reassures Taiwan 

US envoy Richard Bush assured 
Taiwan there had been no pofley 
change towards the Island foliow- 
tofl President Bill Cflnton's China 
vt&IL Mr Bush heads Washington’s 
unoffldal diplomatic outpost in 
TafpeL 

UK telecom operator in fraud purge 
British Telecom is to use new tech- 
nology that can cut the time tt 
takes to detect phone fraud that is 
estimated to cost UK operators at 
feast £2O0m a year. Page 7 

Sampras keeps tennis title 
Pete Sampras of the US beat 
Croatia’s Goran Ivanisevic to take 
Ns fifth Wimbledon men’s stogies 
tennis title. He won the UK tourna- 
ment 6-7 (2-7), 7-6 (11-9), 6-4, 3-6. 
6 - 2 . 

Goals ease way from gaol 

Eight Thai prisoners escaped while 
their guards sat glued to the televi- 
sion and Croatia's World Cup soc- 
cer quarter finals match against 
Germany. World Cup, Page 14 


Furniture retailer 
Ikea could be worth 
$125bn if it came 
to the stock market 

The (kea group, which controls the 
world's largest furniture retailer, 
could be valued at more than 
SKrIOObn <5125bn) ff ft came to 
the stock market. Such a move 
would rank the privately owned 
Swedish business as the country's 
third largest corporation, behind 
telecommunications group Ericsson 
and Astra, the pharmaceutical 
company. Page 19 

Saks Holdings, the holding 
company of the upmarket Saks 
Fifth Avenue retailing chain, is to 
be sold off to Proffitt’s, the Bir- 
mingham, Alabama, based retail 
group, to a $21 bn all stock acqui- 
sition. 

Top banks saw their capital 
cushion shrink last year for the first 
time since the Introduction of the 
Basle capital adequacy rules 10 
years ago. An annual ranking found 
the leading 1,000 banks' combined 
Tier 1 capital shrank to $1 ,488bn 
from $1 ,496bn a year earlier. Page 
18 

Statists Europeeme des Satellites, 
the owner of the Astra satellites, 
will be valued at $6bn when it 
floats on the Luxembourg stock 
exchange today. Page 19 

South Africa’s government 
surprised bankers by appointing 
Tito Mbowenl, a politician with no 
central banking experience, to 
head the Reserve Bank when the 
governor, Chris Stals, retires in 
August.hext year. Page 18 

London Clearing House - the body 
which clears and settles contracts 
traded on London's derivative and 
commodity exchanges - is plan- 
ning the first risk-free system for 
bond market trading. Page 19 

Creation Records, the independent 
UK record label with Oasis and Pri- 
mal Scream among its acts, plans 
to launch an internet site that wtil 
sefl music and mayreiay live' con- 
certs and interviews. Page 19 

Ford's German subsidiary has lost 
a court battle over the right to use 
the name "Focus" for the succes- 
sor torts Escort rangaPage 25 

Essafte, one of Europe’s largest 
office products groups, launched a 
long-awaited demerger by selling a 
majority stake In Nielsen & Bato- 
b ridge. Its US picture frame sub- 
sidiary, for 5160m. Page 24 

Swedish prosecutors have asked a 
Stockholm court to issue arrest 
warrants for Lord Moyne, the Guin- 
ness peer, and Lindsay SmaUbooe, 
his business associate, over an 
alleged SKr485m ($60m) fraud at 
Trustor, the Swedish investment 
company. Page 24 

Adecco, which owns the world’s 
largest temporary employment 
agency chain, has raised SFr310m 
($203m) through the first rights 
issue In Switzerland priced close to 
the market price rather than at a 
steep discount Rage 22 

Germany’s newty liberalised 
telecommunications market has 
claimed its first significant casualty 
with the departure of Utf Bohla, the 
head of ateLo telecoms. Page 22 

European business leaders we 
seeking the appointment of inde- 
pendent ombudsmen to police the 
distribution and award of public 
procurement contracts within the 
European Union. Page 2 

World Equity Markets 

. n» latest trends and data ^more_ 
than 50 national matate at a glance 
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China’s top 
shipmaker 
hopes for 
devaluation 

Shipyard warns of ‘worker unrest 1 in 
face of growing threat from eastern rivals 


By James Harding in Datiao 



China’s largest shipmaker, 
Dalian New Shipyard, has said it 
needs a 20 per cent devaluation 
in the Chinese currency to regain 
the competitive advantage it has 
lost to rival shipbuilders in South 
Korea and Japan. 

The shipyard's vice-president, 
Yin Mingrong, told the FT In an 
Interview that there would be a 
risk of worker unrest and 
economic instability unless steps 
were taken to restore the 
competitiveness of Chinese 
exporters. 

His remarks were one of the 
first clear signals of pressure for 
a devaluation from China's big 
export-oriented industries. The 
prime minister , Zh n Ron gji , ban 

pledged to hold the renminbi 
steady to prevent more financial 
instability in Asia. 

Mr Yin said Japanese and 
South Korean shipbuilders had 
become more competitive as a 
result of the depredation of the 
yen and the won, and this had 
“gravely hurt the interests of 
shipbuilding in China. We need a 
devaluation of the renminbi." 

hi the interview at the ship- 
yard on China's north-east coast, 
he said: "We have had very few 
orders this year.” 

Dalian New Shipyard, a subsid- 
iary of the China State Shipbuild- 
ing. Corporation (CSSQ. has the 
capacity to make some of the 
largest ships in the world. It had 
seen orders fall 85 per cent below 
its original forecasts, and saw 
business in the first six months 
of this year was equivalent to 
just 10 per cent of total orders for 
1996, Mr Yin said. 

He suggested the shipyard 
“needs a devaluation of about 20 
per cent, [as] the depreciation of 
the Korean won has increased 


their competitiveness by roughly 
20 per cent". 

The shipyard has sought to cut 
costs this year by Improving 
managemen t and broadening the 
company’s product mix. But Mr 
Yin said: “If after adopting these 
measures the shipyard still can- 
not compete, then there may be 
some unrest. The workers will 
want food. We cannot sacrifice 
the food of Chinese workers and 
risk economic instability in 
fflrina for the galcn of the world’s 
stability." 

Mr Yin tempered his call for a 
devaluation, saying: “This is the 
view of the shipyard. Of course, 
the country's leaders must take 
the whole country's interests into 
consideration.” 

During the recent visit to 
China of BD1 Clinton , president of 
the US, Beijing reiterated the 
co mmit ment it has made repeat- 
edly over tiie past year not to 
devalue the renminbi, a move 
which many fear could plunge 
Asia into a fresh round of com- 
petitive devaluations. 

However, Chinese government 
officials have increasingly 
acknowledged the impact on 
e x p or ters of the no-devaluation 
policy, seeking to hi g hli g ht the 
sacrifice China is making in the 
Interests of Asian economic 
stability. 

The country’s shipbuilding 
industry has grown rapidly in the 
iS90s, and Chinn ranks as the 
world’s third largest producer iaf 
ships after South Korea and 
Japan. 

Befling has set a target for the 
Chinese shipbuilding industry to 
double its global share of the 
business from 5 per cent in 1996 
to 10 per cent in 2000. 

Tine to sftffilhe burden, Page 16 
Lex, Page 18 


N Ireland braced for 
backlash as Orange 
parade is blocked 


By John Many Brown and 
Robert Wright to Portadown 


Northern Ireland was last night 
braced for a loyalist backlash 
after police and army mounted a 
largescale operation to prevent 
the Orange Order's Drumcree 
parade from entering the mainly 
Roman Catholic Garvagby Road 
in Portadown. 

Several hundred protestant 
Orangemen prepared to endure 
an all-night stand-off in front of 
barbed wire and steel barricades 
erected by the army to enforce 
the decision by the independent 
Parades Commission to re-route 
the inarch. Around 5,000 Orange- 
men h aft earlier walked in mili- 
tary formation from the Orange 
Hall to the Drumcree church in 
what 1ms become the most con- 
tentious parade of Northern 
Ireland's marching season. 

The number was greater than 
in previous years. But David 
Jones, a spokesman for the Porta- 
down district lodges, said that if 
the police did decide to allow the 
parade through, only the UXU or 
so members of Portadown district 
would go down the Garvaghy 
Road. He promised that, despite 
the presence of large numbers, 
order would not break down. 

As the stalemate continued, 
Alistair Graham, chairman of the 
Parades Commission, offered, to 

meet Orangemen in a bid to head 
off wider unrest. His move came 
ahead of today's announcement 
by the commission of its decision 
an a further 28 marches for this 
weekend’s main July 12 parades. 


held to mark the victory of 
William of Orange over the Cath- 
olic King James n at the Battle of 
the Boyne in 169a 

Tony Blair, the UK prime min- 
ister, and Bertie Ahem, his Irish 
counterpart, welcomed the efforts 
of march organisers to keep the 
protests peaceful. But David 
McNarry, a leading member of 
Grand Lodge, the Order's govern- 
ing body, said “it was entirely 
miqipariing for Mr Blair and his 
advisers to believe unionists will 
sacrifice the Orange institution 
for an assembly". 

Meanwhile, the discovery by 
the police of petrol bombs in loy- 
alist homes raised fears that the 

Tfr tTnti u Iji wHvifT tr^gBT 

violence that would threaten the 
fragile rapprochement between 
unionist and natio nalist political 
parties following the elections to 
the Northern Ireland assembly. 

Ronnie Flanagan, fhief consta- 
ble of the Royal Ulster Constabu- 
lary, urged Orangemen “to think 
very carefully about allowing 
anyone else to hijack such pro- 
tests for other more sinister and 
malevolent raids”. 

Earlier yesterday police seized 
48 petrol bombs in the Waterside 
district of Londonderry, while in 
Carrickfergus a petrol bomb fac- 
tory - 20 crates of milk bottles 
and 11 plastic drums of petrol - 
was discovered on a loyalist 
hooting estate. In Belf&t, there 
were small protests and rocks 
thrown at p» swing cars. 


Hardliners cal the tttte, Page 8 
Bfitortai Cooroent, Page 17 
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Cathay -Pacific's Spirit of Hong Kong "97 approaches the territory's Kei Tak airport yesterday for the last time. From 
today operationB switch to the new S20bn international gateway at Chek Lap Kok Retire: Reuters 


Hashimoto denies plans 
for permanent tax cuts 

US relations could be strained if reforms are not delivered 


By Gwen Robinson and 
GUtan Tett to Tokyo 


Japan's prime minister, Ryutaro 
Hashimoto. heightened the sense 
of policy disarray in his govern- 
ment yesterday by denying that 
he would introduce permanent 
Income tax cuts after national 
elections next Sunday. 

His remarks could revive 
strains with the US, which has 
publicly urged Mr Hashimoto' s 
government to overhaul Japan's 
hanking system and proceed with 
tax cuts. He agreed to reforms in 
exchange for Washington’s sup- 


port 'last month for joint inter- 
vention to boost the plunging 
yen. 

On Japanese television, Mr 
Hashimoto said he wanted to see 


“permanent reform of the tax 
system** rather than “permanent 
income tax cuts", as some cabi- 
net ministers have suggested. 

The government would debate 
the issue of income tax reform, 
but it was by no means certain 
the reforms would result in a net 
reduction of the tax burden, Mr 
Hashimo to said. “I don't think 
the result of the debate wOl be a 
tax rise . . . but it’s possible the 


result will be neutraL” On the 
same day, Koichi Kato. secretary- 
general of the ruling Liberal 
Democratic party and one of Mr 
Hashimoto’s closest colleagues, 
further dashed hopes for big tax 
cuts by saying any net tax reduc- 
tion should be limited to YlOObn- 

Y200bn ($750m-S1.5bn). 

Yet other senior LDP members, 
and even Mr Hashim oto, earlier 
suggested the government was 
considering tax cuts worth tril- 
lions of yen. 

Keizo Obnchf , the foreign min- 
ister, said an Saturday that per- 
manent tax cuts were a promise 
the government intended to keep. 
“Prime minister Hashimoto has 
touched on the issue of making 
tax cuts permanent As leaders, 
we aim to keep our promises to 
the people of the country," he 
said. 

Mr Obuchi was speaking at a 
news conference with Madeleine 
Albright, the US secretary of 
state, who stopped overnight in 
Tokyo on her way back from 
accompanying President BUI 
Clinton on his trip to China. 

Mrs Albright on Saturday 
suggested the US would have 
little patience with further pre- 


varication from Japan, calling for 
“swift concerted action" on pro- 
posed banking reform measures. 

In the past week, other senior 
LDP officials have suggested 
plans for some Y-f.OOObn of per- 
manent Income tax cuts next 
year. Both the yen and the Nik- 
kei 225. the stock market's main 
gauge, surged sharply after Mr 
Hashimoto was reported to have 
called for tax cuts late last week. 

The contradictions highlight 
growing confusion In Japanese 
policymaking and suggest the 
issue of tax cuts has become a 
campaign football ahead of next 
Sunday's elections for half the 
seats in Japan’s upper house of 
parliament 

Many private economists 
believe that irrespective of Mr 
Hashimoto’s comments, the LDP 
win be forced to produce tax cuts 
as part of a broader package of 
fiscal reform. 

Ron Bevacqua, economist at 
Merrill Lynch, expects cuts of at 
least Y2.000bn-Y4,000bn, 
“although a cut of as much as 
Y5,000bn cannot be ruled out”. 

Impact of the recession, Page 6 
Time to shift the burden, Page 16 
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Russia seeks to demystify derivatives 


By John Thornhill in Moscow 

Investors in Russia who 
have seen share prices rise 
105 per cent in 199? and drop 
64 per cent so far this year 
may regard the market as 
little more than a casino. 
The Russian courts have 
been inclined to agree. 

In April a Moscow court 
ruled that some forward con- 
tracts were best viewed as 
gambling contracts under 
chapter 58 of the Russian 
civil code, and were there- 
fore not enforceable under 
local law. The court 


appeared to fear that Rus- 
sia's new capitalists would 
turn into crazed Dostoev- 
skian dissolutes who would 
wreck their lives betting on 
imponderables. 

Russian lawyers are not 
alone In questioning the 
complexities of derivatives 
trades. It was not so long 
ago In the UK that Hammer- 
smith and Fulham council’s 
foray into the swaps market 
was deemed ultra vires. But 
the Moscow court's decision 
has caused something of a 
headache fbr foreign inves- 
tors anxious to hedge their 


rouble assets, and has 
deterred much-needed capi- 
tal inflows. 

To help clarify the situa- 
tion the central bank has 
stepped in to demystify capi- 
talism for Russia's lawyers. 

It has written to the 
supreme arbitration court 
ex plaining why forward con- 
tracts are a legitimate part 
of the banking system. 

The bank has also 
instructed its branches to 
react to breaches of forward 
contracts as seriously as 
they would to non-fulfilment 
of any other contract. 


Offences could lead to on- 
site inspections and. in 
extreme cases, the revoca- 
tion of banking licences. 

“We are demonstrating 
that we regard this market 
as a very important and inte- 
gral part of the Russian 
financial system, 1 ' said Denis 
Kisilyev, deputy chairman of 
the central bank. “I think as 
soon as we have got a proper 
ruling from the court it will 
improve the quality of the 
market Itself and restore the 
confidence of investors that 
they can hedge rouble 


Brace Bean, a partner at 
the Moscow office of the Clif- 
ford Chance law firm, said 
the court’s original decision 
related to 'Hon-deUverable 1 ' 
forward contracts, which do 
not lead to any exchange of 
an underlying asset 

“You and I can bet about 
what Yeltsin comes out 
of the Kremlin. That Is sot 
deliverable. That is a bet," 
be said. 

“You can see the court’s 
argument that forward con- 
tracts are a similar gamble. 
But they are done all over 
the world and they should be 


done in Russia. Hie central 
bank is absolutely right" 

‘ How much the bank's 
actions will help salvage 
Russia's battered financial 
markets is another matter. 

Denis Smyslov, Russia 
investment director at 
Global Fund Management, 
said: “I do not think this will 
have a major impact on the 
markets, which are still 
afraid of a devaluation. But 
at least it shows the central 
bank is eager to develop the 
necessary infrastructure." 

See Editorial Comment 


ROKHLIN DEATH FORMER GENERAL ACCUSED YELTSIN OF DESTROYING RUSSIA’S MILITARY PROWESS 


MP’s murder fuels Moscow intrigue 


By Jota Thomfiffl 


Russian law enforcement 
officials tried yesterday to 
quash suggestions that the 
murder of Lev Rokhlin, a 
former general and one of 
President Boris Yeltsin's 
harshest critics, had been 
politically motivated. 
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Rokhlin, who was also a 
member of parliament, was 
shot dead early on Friday 
morning at his dacha outside 
Moscow. 

Sergei Stepashin, interior 
minister, said the prelimi- 
nary evidence suggested 
Rokhlin’s wife, Tamara, was 
responsible for shooting her 
husband in the head with 
his service pistol after a 
domestic dispute. But Mrs 
Rokhlin's relatives alleged 
she had been forced into 
making a confession after 
being threatened by those 
who were really responsible 
for the murder. 

Mr Yeltsin has ordered a 
full investigation into the 
death, promising to make 
details public. Police have 


already ruled out suicide, 
after the dead man’s pistol 
was found in bushes outside 
his dacha. 

Some opposition leaders 
seem keen to make political 
capita] out of Rokhlin's mur- 
der and are fuelling conspir- 
acy theories by suggesting 
he was killed for daring to 
expose corruption at the 
highest levels of power. 

Victor Ilyukhin, a Commu- 
nist MP. said: “Certain 
forces in Yeltsin's entourage 
are preparing a takeover of 
power by force, including 
the Internment of opposition 
leaders. We warn the presi- 
dent that any violence may 
cause a civil war.” 

The plain-speaking Rokh- 
iin had been one of the few 


army officers to emerge from 
the Chechen conflict with 
any credit and became a mil- 
itary hero for mastermind- 
ing the eventual capture of 
Grozny in 1095. 

But he grew disgusted 
with corruption in the 
defence ministry and 
resigned from the army to 
become a leading member of 
the pro-government Our 
Home is Russia party In par- 
liament. AS rHairmnn of the 
defence committee. Rokhlin 
targeted his Initial fire at 
Pavel Grachev, the then 
defence minister, but prog- 
ressed to launching bitter 
attacks on Mr Yeltsin. 

The former general 
accused Mr Yeltsin of 
destroying Russia's military 


prowess and called on army 
officers to resist reforms. His 
critics alleged these calls 
amounted to an Incitement 
to the army to mutiny. 

Alexander Morozov, dep- 
uty head of the Movement 
for Defence of the Army, 
which was founded by Rokh- 
lin. described the former 
general’s murder as “purely 
political" and rejected 
attempts to describe it as a 

family d rama. 

But a spokesman for the 
FSB. the internal security 
service, said: “We can 
already say with utter confi- 
dence that the tragic events 
connected with the death of 
General Rokhlin are In no 
way connected with his 
political activity. " 
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Spanish businesses slow 
to prepare for euro 
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advanced in readying themself** 
poH showed, but many companies m 

stage. More than half of the dsonuta* 

SJSr-n-ie sorvevwas earned out among 233 compares § 
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The majority of those surveyed e}i P e ^[ bussTQsstoknprave 
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panics particularly optimistic. Morettw .80 pu*tt 

rises in the next 12 month s, with more than 70 percent pre- 
diettng increased investment. 

Businessmen continue to give the govemmert tegn marks 
far ns performance. Some 75 per cent gave it their approval, 
with progress on Inflation 
important accomplishments. The 

has dropped to an historic low 0425 per cert most 

recent peak of 9.25 per cent in December 1995. Inflation has 
moderated substantially. Reuters, Madrid 


Lev Rokhltn: emerged from 
Chechen contact with credit 


Businesses back procurement watchdogs 


By Tim Burt in Stoddnrim 


European business leaders 
are seeking the appointment 
of independent ombudsmen 
to police the distribution and 
award of public procurement 
contracts within the Euro- 
pean Union. 

Eurochambres, which rep- 
resents 1.200 chambers of 
commerce in the EU, says 
only a fraction of the 
EcuTOObn f®777bn) procure- 


ment contracts awarded 
each year by public bodies 
are fully open to competi- 
tion. 

At a meeting in Stockholm 
last week Eurochambres 
called on the European Com- 
mission to introduce a new 
directive to curb abuses in 
the purchase of public ser- 
vices, particularly by local 
authorities. 

J5rg Mittelsten Scheid, 
Eurochambres president. 


said existing rules were “not 
sufficiently far-reaching to 
result in any major changes 
of present procurement prac- 
tice”. 

The business group, boast- 
ing a membership of 14m 
enterprises, has drawn up 
proposals for new rules to be 
enforced by ombudsmen 
with powers to scrutinise 
public tender bids in each 
EU member state. 

“At the moment there are 


no efficient means to pre- 
vent breaches of the public 
procurement directive and 
national legislation, n said 
Peter Egardt, president of 
the Stockholm Chamber of 
Commerce. 

Under the Eurochambres 
proposal, ombudsmen would 
also be able to challenge pro- 
curement decisions in 
national courts. Officials 
said their members encoun- 
tered most abase of the pro- 


curement process in Spain. 
Portugal, Italy and Greece. 

“It Is no secret that the 
countries in southern 
Europe are not really used to 
behaving properly In this 
field," said (me legal adviser. 

Eurochambres representa- 
tives have discussed the pro- 
posals with Commission offi- 
cials. but acknowledged last 
week it might take several 
years to enforce any changes 
to procurement rules. 


GERMA N ELECTIONS . 

Far-right in poll pledge 

An ultra-right party that won nearly 13 per oent of the vote In 
a state election in April said yesterday it would run in aB 16 
German states for national parliamentary elections on Sep- 
tember 27. 

In a statement issued In Munich the German People's Union 
(DVU) said its top candidate "m the state of North Rhine-West- 
phafia for the elections would be Gerhard Frey, the party 
chairman. 

Franz SchOnhuber, a former chairman of the tar-right 
Republican party, would be the DVU’s top candidate in the 
state of Bavaria, foe party said. The names of top camfidates 
for the other 14 states were not included in the statement 

The DVU won a surprise 125 per cent of the vote In the . 
eastern state of Saxony-Anhatt hi April to gain 16 seats in the 
local legislature- However, latest polls suggest they would got 
about 3 per cent of the vote in the federal run-off. less than 
the 5 per cent needed to win seats in the Bundestag; the - 
national legislature. AP, Munich 
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Georgia peacekeepers 

In the FT of July 3, 1,200 Russian peacekeepers in Georgia 
were reported to be operating under an OSCE mandats, la 
fact they operate under a CIS mandate, monitored by the UN 
observatory mission In Georgia. Russian maritime border 
guards are due to leave by July 16. 
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When business comes 
to Turkey, 

banking comes to Iktisat. 


In a global economy, the demands of foreign trade finance require 
a reliable partner. A partner with the competence, experience 
and imagination to find the right solution for your opportunity. 

As Turkey’s full service merchant banking group, Iktisat has the 
resources, professional organization and technology to make fast, 
informed decisions to meet your trade finance needs. 

And people with the commitment to building relationships that 
lead to success. 

Find out why Iktisat is the choice in Turkey for more than 
1,500 correspondent banks around the world. 
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Trade Finance Since 1927 
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Please call Mrs. Nebahat Timur Tokgoz A.G.M, International Banking 

Head Office : Buyukdere Cad. No. 165 Esentcpe, 80504/fetanbui 
Tel : (90) (21 2) 274 U 11 Fax : (90) (212) 274 70 28 
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EUROPE 

I N D UST R Y RE STRUCTURING BRITISH MINISTER BELIEVES CONSOLIDATIONWILL BE PIECE MEAL 

EU defence ‘big bang’ ruled out 


By Alexander fficott, 

Defence Correspondent 

Consolidation of the 
overcrowded European 
defence industry is more 
likely to happen in stages 
than in one large merger, 
according to a British gov- 
ernment minister, “it will 
not necessarily happen in 
one big bang. It could be 
that the pieces of the jigsaw 
will continue to be put into 
place," John Battle, industry 
minister, said in an inter- 
view. 

The British and other 
European governments have 
been calling on the industry 


to restructure to enable it to 
remain competitive with US 
companies such as Boeing 
and Lockheed Martin. 

Mr Battle said consolida- 
tion into a single European 
aerospace and defence com- 
pany would provide opportu- 
nities for synergy and pool- 
ing of technology, and would 
produce the necessary criti- 
cal mass. However, con- 
scious that the companies 
also wanted to build their 
market share in the US, be 
said: “1 don't see it as 
Europe versus the world." 

Pressure from govern- 
ments an the industry will 
be stepped up today when 


six defence ministers sign a 
letter of intent to remove 
official obstacles to cross-Eu- 
ropean rationalisation. 

The agreement - to be 
signed by Britain. France. 
Germany, Italy, Spain and 
Sweden - will set in train 
the removal of barriers, such 
as curbs on transfers of sen- 
sitive technology, whieb 
have obstructed cross-border 
joint ventures. 

The biggest obstacle to 
restructuring is widely seen 
to be France, where the 
defence and aerospace indus- 
try remains largely state- 
owned. Although Paris has 
reduced its stake in Thom- 


son-CSF and has announced 
plans for partial privatisa- 
tion of Aerospatiale, compa- 
nies such as British Aero- 
space and Daimler-Benz 
Aerospace remain sceptical 
about its Intentions. 

Mr Battle said recent 
French moves represented a 
significant shift and were to 
be welcomed. “I don't take it 
as a cynical window-dressing 
exercise. The French have 
got a very difficult job to da 
to change the culture. They 
have to come up with imagi- 
native ways to change their 
position while takin g people 
with them." 

However, be did not 


believe consolidation of the 
defence industry should take 
place along the "Airbus 
plus" lines suggested by 
Paris, in which military air- 
craft would be added on to 
Airbus after the civil aircraft 
manufacturer was reformed 
into a single corporate 
entity. 

Mr Battle said transac- 
tions such as BAe's recent 
acquisition of 33 per cent of 
Sweden's Saab were exam- 
ples of the pieces of the 
defence industry jigsaw 
being placed, and stressed it 
was up to companies rather 
than governments to work 
out the Industry's shape. 


Political aftershocks rumble 
on after Turkish earthquake 

Dozens of deaths are being blamed on property developers’ 
flouting of building regulations, writes John Barham 




T he earthquake that 
killed 144 people in 
southern Turkey nine 
days ago lasted a few min- 
utes. The aftershock of 
national indignation at poli- 
ticians and developers, 
whom the media have 
accused of causing dozens of 
deaths by flouting precau- 
tions, shows no sign of 
diminishing. 

The earthquake destroyed 
or rendered uninhabitable 
about a third of the build- 
ings in and around the cities 
of Adana and Ceyhan on the 
Mediterranean coast It was 
followed by two tremors last 
Saturday that injured hun- 
dreds of people. 

Engineers say many build- 
ers used poor-quality reinfor- 
cing bars and skimped on 
cement. Local politicians 
Ignored advice not to allow 
high-rise buildings in an 
area prone to earthquakes. 

Sadi SflrenkOk, president 
of the local chamber of engi- 
neers, said: “When we asked 
the mayor of C-eyhan not to 
give permission for buildings 
with more than five floors, 
he said, ‘I will not allow the 
people to be crushed by engi- 
neers’." 


Schools and hospitals were 
among the buildings worst 
affected by the earthquake, 
raising suspicions that politi- 
cians took bribes to turn a 
blind eye to building irregu- 
larities. 

Prosecutors have ordered 
the detention of 14 builders 
accused of “causing death by 
negligence and lack of care". 
Critics say investigations 
should be broadened to 
include local and national 
authorities. 

Gfingor Mengi. a colum- 
nist on the best-selling and 
normally pro-government 
newspaper Sabah, wrote: 
“Contractors control the 
[central] government and 
land mafias control the 
municipalities. The state is 
on the side of the thieves. 
The earthquake makes all 
the more obvious the ills we 
must get rid of.” 

Turkey's assertive media 
frequently attack official cor- 
ruption and incompetence, 
although to little effect. 
When an earthquake in 1992 
left 485 dead in the eastern 
town of Erzincan, the media 
charged that many buildings 
had been sub-standard. In 
1995 an earthquake devas- 


tated the town o£ Dinar in 
central Turkey, killing 100 
people and destroying half 
its buildings. 

Seismologists fear lack of 
preparation and poorly con- 
structed buildings could 
cause extensive loss of life 
and damage should an earth- 
quake hit Istanbul. Turkey's 
largest city, with about 10m 
people. 

Ozal YQzugfiHtt, an earth- 
quake engineer at Istanbul's 
Kandilli seismic research 
institute, said: “We know 
that more than 50 per cent of 
construction in Istanbul is 
not officially controlled. [An 
earthquake] would be a 
disaster." 

It is impossible to predict 
when a big earthquake will 
hit Istanbul, but the Insti- 
tute expects the next quake 
to measure 7.5 on the Rich- 
ter scale. The Adana/Ceyhan 
quake measured 6.3. 

Mr YQzttgullfl said the 
institute could not find suffi- 
cient funding to develop a 
master plan for Istanbul to 
prepare for an earthquake. 
In contrast, Izmir, a port on 
the Aegean Sea, had com- 
missioned a full-scale earth- 
quake plan from Kandilli. 



A buBefing in Adana fists dangerously after the earthquake Reuters 


Politicians are under pres- 
sure to ease enforcement of 
building controls. Millions of 
migrants are overwhelming 
Turkey’s cities as they flee 
rural poverty or violence in 
the Kurdish south-east, 
where guerrillas are fighting 
a 14-year-old war against 
government forces. 

Slums and hastily built 
tower blocks have sprung up 
around cities, often on land 
seized by gangsters with 
good political connections. 
Ahmet I$ikara, Kandilli 's 
director, said the poor "are 
not aware of the risk. They 
just want a home.” 


Furthermore, local author- 
ities - and those who elect 
them - have more immedi- 
ate concerns than preparing 
for earthquakes, such as pro- 
viding water and electricity 
or building schools and hos- 
pitals. 

’Hie Adana/Ceyhan earth- 
quake may further erode 
confidence that Turkey's rul- 
ers can act in the best Inter- 
ests of the people, and will 
strengthen the hand of those 
clamouring for radical 
change - particularly the 
Islamists, who already form 
Turkey’s biggest opposition 
group. 


Kosovo’s 
Albanians 
frustrate 
US envoy 


Richard Holbrooke, the US 
special envoy, returned to 
Belgrade at the weekend 
after a frustrating day spent 
urging ethnic Albanian polit- 
ical leaders in the southern 
Serbian province of Kosovo 
to bury their differences in 
the search for peace. Reuters 
reports front Pristina. 

“The ethnic Albanian lead- 
ership is confronting this cri- 
sis of war or peace without 
any coherence. Right now 
the Albanian side cannot 
Speak with a single voice." 
he said as he left Pristina, 
Kosovo's capital, for the 
Qight to Belgrade. 

Mr Holbrooke spent the 
weekend shuttling between 
Belgrade, where he repeat- 
edly met the Yugoslav presi- 
dent. Slobodan Milosevic, 
and Pris tina. 

Travelling with him was 
Nikolai Afanasyevsky. Rus- 
sia's deputy' foreign minis- 
ter. who has also been 
deeply involved in trying to 
prevent the low-intensity 
conflict in Kosovo from 
growing into a wider Balkan 
war. 

The two men announced 
an international observer 
mission would begin operat- 
ing in Kosovo immediately 
to enhance outside know- 
ledge of conditions on the 
ground inside the province 
and to build confidence 
among residents. 

Mr Holbrooke and Mr 
Afanasyevsky made clear 
that they backed Ibrahim 
Rugova as the leading ethnic 
Albanian politician, even 
though the Sorboune-edu- 
cated intellectual is under 
attack from more radical ele- 
ments in Kosovo. 

Mr Rugova heads Kosovo's 
largest ethnic Albanian 
political party and was twice 
elected president of the 
self-styled “Republic of Kos- 
ovo". 

As the two envoys met 
Albanians, Vojislav Seselj. 
the Yugoslav deputy prime 
minister and ultra-national- 
ist, said in Pristina that the 
activities of ethnic Albanian 
separatists could spark a 
civil war. 


Swiss hopes 
rise for end 
to EU freeze 


By Wffiam HaO in Zurich 

After more than five years or 
tortuous negotiations, hopes 
are rising in Switzerland 
that it is moving closer 
towards a much-needed 
bilateral trade relationship 
with the European Union. 

Switzerland has bi*on try- 
ing to sign a deal with the 
EU since December 1MC. 
when its electorate vohtl not 
to join Lhe European Eco- 
nomic Area. 

The EU is Switzerland's 
biggest trading partner, and 
Lhe Swiss have been him ins 
ingly desperate u» negotiate 
a pact with the Union w l rich 
would give their indtistru's 
and service sectors some of 
the benefits of access to the 
single market. 

Earlier this year Switzer- 
land came close to a deal 
when it appeared to have 
cleared the Final negot Kiting 
obstacle by agreeing with 
the European CVimnlisMnn 
on the level of tolls it would 
charge EU trucks crossing 
the Alps. 

But progress came i<» .i 
bait shortly afterwards \vln-n 
transport ministers of sonic 
EU countries, most noiahly 
Germany, refused to support 
in full the Commission's 

position. 

However, officials in Fern 
have been encouraged by the 
latest assessment from best 
week's meeting of EU for- 
eign ministers in Luxem- 
bourg. It noted that •'signifi- 
cant progress" had been 
made recently, particularly 
on the sensitive issue of 
free movement of people 
but also on agricultural 
questions. 

Although the ministers 
emphasised the need to 
achieve "satisfactory results 
in all sectors, including 
transport", Swiss officials 
believe the statement leaves 
the door open for further 
negotiations. 

Switzerland's diplomatic 
effort Is now expected to 
concentrate on persuading 
Austria, the new holder of 
the EU presidency, to press 
for a speedy resolution of its 


case. However, progress is 
not expected until after gen- 
eral elections in Germany on 
September 27. 

The Swiss believe that 

German upposiiion to their 
proposed transalpine truck 
tolls could soften after the 

election. 

The date is also intponont 
because the Swiss electorate 
will vote nn a referendum 
hacking the imposition of 
tolls on heavy gnods vehicles 
in the country. 

If they were tu reject the 
referendum, ii wuuld under- 
mine the country's argu- 
ments f«»r imposing heavy 


The government 
has made no 
secret of the 
fact that its 
ultimate aim is 
membership of 
the Union 


lolls nil EU trucks tr,i\ filing 
lhrou*rh the /Ups. 

The other key date in the 
Swiss political calendar is 
November 29. when there is 
another referendum on refi- 
nn tiring the two rail tunnels 
which have to be built 
through the .Alps, to carry 
the increasing amount of 
transalpine traffic which the 
Swiss want transferred from 
road to rail as a condition of 
opening up their alpine 
routes to European Union 
members. 

The government has made 
no secret that its ultimate 
strategic aim is membership 
of the European Union. It 
has never withdrawn its ear- 
lier application. 

However, the electorate Is 
more sceptical, and the gov- 
ernment has found itself in 
the embarrassing position of 
having to reject a proposed 
referendum seeking the start 
of immediate negotiations 
for EU entry. 
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Announcing RX, the new symbol for IMS HEALTH, trading now on the New York Stock Exchange. We're the global leader in mission-critical information 


solutions for the pharmaceutical and healthcare industries: a $1 billion company, with 8000 professionals 


IMS HEALTH 

Insight for Life 



in 


over 90 countries - and growing fast. IMS HEALTH: advancing world health through information insight. The new RX for growth. Visit: www.imshealth.com 
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INTERNATIONAL 


Israel to go ahead with greater Jerusalem plan 


By Jody Dempsey In Jerusalem 
and Marie Unhand In Cairo 


Israel yesterday said It had 
no Intention of altering Jts 
plans to extend the bound- 
aries of Jerusalem, despite 
Arab condemnation. A 
senior Israeli official said 
Benjamin Netanyahu, Israeli 
prime minister, brushed 
aside criticism voiced at a 
mini-s ummi t of Arab leaders 


held yesterday in Cairo. 

The hastily arranged meet- 
ing was attended by Hosnl 
Mubarak. Egyptian presi- 
dent, Yassir Arafat, presi- 
dent of the Palestinian 
Authority, and King Hussein 
of Jordan. The talks centred 
on an Israeli government 
plan announced last month 
to extend Jerusalem's 
municipal boundaries to east 
and west. 


The boundary changes 
would bring Jewish settle- 
ments in the West Bank 
under the direct control of 
an expanded Jerusalem 
municipality. The municipal 
area would increase from 120 
sq km to 600 sq km, after 
incorporating parts of West 
Jerusalem as well 
Any direct control 
between Jerusalem and the 
settlements would have the 


effect of severing links 
between Palestinian areas of 
the West Bank and Arab 
East Jerusalem. It would 
also leave the Palestinians 
with less land to negotiate}# 
if Israel hands hack territory 
in the three delayed troop 
redeployments. 

King Hussein said after 
yesterday’s meeting that the 
status of the city - Islam's 
third holiest site - was “one 


of the most dangerous and 
important issues. . . Our rela- 
tionship to Jerusalem means 
it Is our duty. , ,. to stand 
against what Is happening 
and stand against any 
change or alterations on the 
ground.” 

Arab officials in Cairo said 
the summit was intended to 
rally Arab- public opinion 
behind the peace process. 
The leaders believe that if 



they can dilute growing 
Arab hostility to the process 
on the basis that , only its 
successful outcome can 
assure Arab control over 
East Jerusalem, it may force 
the Netanyahu government 
to modify its policies. 

-We fear that if the situa- 
tion continues. . :• violence 
will erupt'." said Mr 
Mubarak. -I hope the Israeli 
government will realise this 


because if this danger starts 
iTSjjbe difficult to con- 

t *Meanwhile. FahalHUS' 
seini, the Palestinian official 
responsible for JerusaJOT, at 
theweekend attempted to 
secure Turkey’s suPP° rt 
block Israel's •0*f* 1 '* 
Jerusalem by pushing the 
significance of religion on 
the agenda of Israel’s closest 
Islamic ally. 


Hopes 
of cheap 
Iranian 
supplies 
attract 
oil men 
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Somaliland’s bank finds its vaults are nearly empty 


Rohit Jaggi on an 

animal pest that is 
hitting the break-away 
republic hard 


market to withdraw shil- ... . „ , . .. . „ 

iiags." can set out their cash with- heavily armed inter-clan A ban imposed by Saudi the livestock trade through 

Maintaining the street out fear of armed robbery, rivalry, the 68.000 squaw Arabia in February on an expert levy. Now that’s 

value of the Somaliland shC- Not Jong ago it would have miles of Somaliland started . imports of livestock from the gone, it’s a mess," says Mr 

ling agai nst the widely used been unthinkable. The gov- to build an administration region because of fears of SDanyo. 

dollar is part of Mr Moham- eminent of Somaliland has and prepare for the repatria- Rift Valley Fever, which RVF, carried by jnosqul- 


enjoylng the fact that they Somalia descended Into has virtually dried up. 


of revenues also come from 


A ban imposed by Saudi the livestock trade through 


dollar is part of Mr Moham- 


RVF, carried by jnosqui- 


W hen the governor of oud's tricky task in shep- bought peace in this war- tiou of an estimated 900,000 affects both a n i mal s and tos, Is “endemic to this 

Somaliland's central herding a currency intro- ravaged country by paying refugees who had fled to humans, has been “devastet- region", according to Doml- 

bank wants to find duced less than four years freelance militias to stay in neighbouring Ethiopia. tag”, says Ahmed Mohametl nik Langenbacber. h o roanl- 


bank wants to find duced less than four years freelance militias to stay in neighbouring Ethiopia. 


tag”, says Ahmed Mohamed nik Langenbacber, homani- 


out how his currency is far- ago by the self-declared camps, preventing them It has not been straightfor- Sflanyo, minister of finance , tarian co-ordinator for the 


tag against US dollar he republic, which has yet to from turning their AK~37s. ward. In 1984 factional fight Exports through the Gulf United Nations in Somalia. 


walks out on to the streets gain International recogni- artillery and T55 tanks on tag Interrupted the rebuild- of Aden port of Berbers of But Mr Langenbacber said 


of Hargeisa, the capital of tion. 

the east African republic, “The governor comes to 


each other and the civilian tag of Hargeisa, which Gen the sheep, goats, camels and in March the flood-bome 



T he impressive turnout 
of international oii 
executives at Iasi 


and trades a few hundred deal on the street maybe 


population. siaa tf arras rorces naa came rased oy we ou per oumreas was aver. It n u Tt Jr much as SSbn in 

This has been achieved razed, but by 1996 the out- cent -plus of the 2m popula- In spite of this, the Saudis the Saudi ban will be aw- anraci . 


Siad Barre’s forces had cattle raised by the 50 per outbreak was over. 


1 executives at last 
k week's launch of Iran’s big- 
g[ Best foreign investment 
i ;" drive since the 1979 Islamic 
1 revolution was testimony w 
the enduring lure of large 
quantities of low-cosi 

-j oil . . 

"He real attraction is the 
chance to get access to 

cheap oil." said one delegate. 

who had travelled from New 
Zealand to attend the three- 
day conference in London, at 
which Iran unveiled « 
energy projects that could 


dollars with the money once a month." says Abdul since 


when the look was looking brighter. tion who are dependent on have not lifted the ban. 


chang ers who sit in the dust Hakim 29, from behind his north-west of Somalia took Yet now Mr Mohamoud is nomadic pastoralism were President Mohammed Ibra- 


cussed at a meeting of aid foreign investment. 

md denar ? in Har- Iranian official* '??!£ 
1 clearly pleased at the hu?n 


we collect traders and onng 
them to the bank." says 
Abdul Rahman Dualeh 
Mohamoud. "Each time we 


•alt with him often. Barre to declare its secession responsjoie iur loujtmg aner exports. Almost au tne atu- gees to o mmuiiaii u. xus can iik — — - - _ - n __ ies v. 3[ j 

Mr Hakim and the other from the rest of the country, government revenues and mals went to Saudi Arabia, for $lm a month in aid to just over a month the bank s said l&u comp .. . 


put $30,000 to $80,000 Into the money changers are still While southern and eastern expenditure - but income "More than 75-80 per cent replace the revenue lost to vaults will be empty. 



Kazakhs 

and 

Chinese 
press for 
oil deals 


By Claries Clover in Moscow 


taken part in what be called 
a “very successful event". 
But as one western execu- 
tive noted, the real test will 
be whether the “interest in 
principle" displayed last 
week can be converted into 
firm bids. 

Several factors suggest 
Iran’s strategy stands a good 
chance of succeeding. In 
recent years many western 
oil companies have intensi- 
fied their efforts to gain 
access to large-scale oil 
reserves which can be devel- 
oped cheaply. 

Although billions of dol- 
lars have been spent explor- 


— — — ing potentially prolific fron- 

Chinese President Jiang tier oil areas such as the 


Tmnin str eng t hene d ties at deep water off west Africa, 
the weekend with his coun- many companies have also 


try’s large western neigh- devoted significant amounts 
hour,, the former Soviet of management time to 


republic of Ragakhatan, as scouring the Middle East, in 
the two countries signed a search of ways to gain entry 


treaty demarcating their to the established reserves of 
1,700km border and dls- the big Gulf producers. 


cussed progress oh two oil The low on prices of this 


deals and a pipeline to China year - after two years of rel- 
worth a total of $9.5ba, aiively high prices - 


signed last year. 


have also reminded senior 


Meeting Nursultan Nazar- executives of the importance 
bayev, president of Kazakh- I of having access to cheap 


Stan, in the R a*akh city Of 
Almat y Mr Jiang e xpress ed 


Although the “buy-back" 


satisfaction with the resolu- contracts being offered by 
tion of the border Issue. Iran do not allow foreign 


Inherited from Soviet times: investors to benefit from any 
“This border wifi not be dis- rise in crude prices, their 


puted; this border will be “insensitivity’’ to prices has 
peaceful and friendly; this its own attractions. Most oil 


border will strengthen our companies like to offset the 
friendly co- high-risk elements of their 


Touchdown Hong Kong! 


operation,'’ he said. 


portfolios with assets which 


But probably the most cany a more assured rate of 
important item on the return, such as that being 


agenda was to resolve prob- offered by Tehran. 
lems over a proposed pipe- 
line linking oil fields in west "% M~ r Husseii 
Kazakhstan to China, and |\/| nailed 
over a Chines e-Kazakh oil -L.VJL package i 


r Husseini also sig- 
nalled that the 
package of projects 


joint venture that seems to unveiled last week was not a 


have stalled. 


one-off offer, but merely the 




Last year, the Chinese start of a long-term opening 
National Petroleum Corpora- of the Iranian energy sector 


tion (CNPC) acquired 60 per to foreign investment as part 
cent of Afcttobem un a lgaz. a of a drive to increase oil 


Kazakh oil producer, and capacity from the official 
signed an agreement to work level of 4 Jm barrels a day 


with another Kazakh pro- now to 7m b/d by 2020. "The 


do car, I ftanmnnalgia 


buy-backs will be ongoing." 


• - * 

•• 


mmm 



’ Part of the deal was for he said. “We won’t limit our- 
CNPC to build a 3,000km selves to these." . 


pipeline linking the two oil- 
fields to western China. 


Foreign companies hope 
that the government's com- 


The route has many strate- mitment to this long-term 
glc advantages for China, opening will be followed by 


which this decade became a more flexible contracts than 
net importer of oil, and is the buy-backs, some features 


likely to become a big of which may prove to be a 
importer in the coming deterrent to companies con- 


decade. An overland route sidering a large-scale com- 
for its oil imports would mitment to Iran. 


boost its security of supply, Some executives believe 


according to analysts, as it the biggest problem -over 
would not have to rely on time may be the Iranian Con- 


western-controlled sea lanes stitutional restriction on for- 


fbr oil shipments. 


eign companies “owning" 


And such a pipeline is any of its oil or gas. This 
eagerly sought by Kazakh- means ■ foreign companies 


SBSBSSS! 


■ Hong .Kor»gi: ; t 

v ■ The vision is now a realtiy^O'S 

It .began with a bold vision. An airport to strengthen Hong Kong^ pdsition;; as; .the aviatidri. hub; arid;. '.' ; : '' '' ' ' ' : 

support the continuing economic growth of Southern China. - • . ’• - : 'r v;:- 

The need was to build one of the world's most advanced airport; a of raq^irig 

million passengers and 3 iniliioil Tonnes of cargo '• > year in its ’ ^ 

mountains, building fast rail and road links afld adding roimd-4h^6ck;'frp^n^Na£' > !v 


stan, which plans to become cannot show any Iranian 
a leading oil exporter. The energy reserves on their bal- 
country currently exports ance sheet 
virtually all its on via Bus- Mr .Husseini insists fhfa: Is 
ala, and would like to divert not a “serious problem". He 
sity its export routes so as'. .also says the long-term sup- 
not to give Russia a strangle- pty contracts that Iran is 


hold on its resources. 


I wiffing to sign with indivtd- 


But the chief barrier to the ual investors should offset 
China pipeline project is its restrictions on ownership of 


cost, estimated at about the oil. 


$3bn. Many oil industry I But reserve replacement is 


executives farpfliar with the a big issue for many com pa- 
project say that the com- nies, and Iran's restrictions 


bined reserves of . both oil may cause some off groups 
fields are too low to justify to limit their investment in 


such' a project, especially at [ the country. 


a time of low ofl prices.. 


Competition from other 


K aza khs tan's prime minis- big ofl producers seeking Por- 
ter, Nurlan Balgfrnbayev, eign capital to expand their 

' B.U1 * If.' ’ ' , , , ... . 


travelled to Beijing fo May industries could also under- 
to discuss. the pipeline and mine Iran's strategy. Neigh- 




The remarkable result is new diraensious in space .and rime ‘at the new Hong Konglnceqaatii^^ 
with the eoeigy and enterprise that are unique to the ritjr inhere Ana begins. ., . .;•> ty.-i* 

Airport BUTMORrry-HnNA Kni>& 8 ChnnYue Road, Hong Kong, Interntaotii. Air^Kt,' Lantat, Hon^ Kong, 28S4^ QSSfy eJS22fe 0f?.i7 

bkairport.com. ' . 'V ^ ^ 


was told,-, according to oil homing Iraq also intends to 
industry sources, that CNPC open its oil Industry once 


had agreed only to do a fea- 
sibility study or the project. 
Simultaneously, problems 


United Nations sanctions are 
lifted. 

Iraq has $2Qbn worth of 


Airport Authority -Hong Kong. 
For a guided tear, visit wunnh 


have arisen with Kazakh- projects ready to go the miri- 
stan^ agreement to give ute the oil embargo is 


CNPC a joint venture with lifted," said one western oil 
Uze nm t roa ig a s. Oil industry man last week. • 


sources speculate that this "And a lot of tore® .pro- 



was a ttt-for-tat over the per- jects are much more attrac- 
ception that CNPC is hade- tree than those being offered 
tag off the pipeline project 
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US starts to fret about loan standards 


By ffletemi Waters In ftew YwK 

have been so good 
for US banks to so long - now 
thal_ it may be time to start 

ringing the alar m bells. 

That was the thinking 
behind a salvo delivered by 
the Federal Reserve last 
week, the latest - and loud- 
est - In a string of warnings 
issued by bank regulators 
over the past three years. 
The US economy cpn *i» iw> g 
to cruise along and, on 
almost every measure, the 
American haniHwg industry 
looks as healthy as it ever 
has. But that hasn't stopped 
the professional worriers 
from worrying. 

“Everyone knows that it’s 
at the peak of the cycle that 
the bad loans of tomorrow 
are made. You Just can’t see 
them yet," says Tanya 
Azarchs, a bnnvtnp analyst 


at Standard & Poor's, the 
credit rating agency. 

Bill Rhodes, vice-chairman 
of Citicorp, adds that “the 
Asian situation may well 
have sensitised’' the Fed to 
the risk of lax lending stan- 
dards at a time when the 
banking system has “a glut 
of liquidity”. 

The evidence that had 
loans are being made at 
home may now be mounting. 
A Fed review of lending poli- 
cies at some of the biggest 
US hanlra ha a just Identified 
a “noteworthy and measur- 
able easing” in hpnlf ImrHng 
standards compared with 
two years ago. 

Thanks to “the salutary 
effects of a robust economy”, 
the banks have not yet seen 
their loan losses rise - 
though what would happen 
in an economic d ownt u r n is 
atint b« T matter. 


This is not the first shot 
across the bows of American 
banks. Led by Eugene Lud- 
wig, the former Comptroller 
of the Currency, regulators 
have been growing con- 
cerned about lending stan- 
dards for some fTma. 

Tfcree years ago it was the 
rapid growth of credit card 
tending that drew a warning. 
A burst of ted debts duly 
followed, but those losses 
now appear to have stopped 
growing. That was followed 
by concerns over so-called 
“sub-prime” loans, which are 
made to borrowezs with ted 
credit histones. 

This time, the spotlight 

anun g on to mtnmwTjy T 

lending, in particular, 
real estate. 

According to the Fed, an 
abnormally long period of 
economic growth may have 
dulled banks' alertness to 


the losses that arise during a 
recession. Few credit officers 
try to project what will bap- 
pen to a company under 
toughs* c ondi tions, but place 
their faith in recent experi- 
ence during a period of pros- 
perity. As a result, the price 
of loans has been falling and 
the conditions have been 
relaxed. 

The Fed has also raised 
the first warning flag over 
real estate investment 
trusts, public companies 
which have raised billions of 
dollars on the stock market 
since the mid-1980s. This 
echoes a broader warning 
about the dangers in real 
estate lending, by the Fed- 
eral Deposit Insurance Cor- 
poration last month. 

It is and 

real estate loans - rather 
than lending to consumers — 
that have proved a grave- 


US may soon turn up the heat on Swiss 
National Bank in Nazi gold dispute 

US lawyers believe the central bank, with fts controversial wartime record, could be 
leant on to top up other Swiss banks* settlement offer of $600m , writes William Hall 


S wiss hanks have a “real 
hard time using the 
'B-word\" says Ed 
Fagan, a New York lawyer 
representing 31,000 Holo- 
caust victims. “B" stands for 
billions in Mr Fagan's book, 
and this is the stun that be 
thinks Is needed to reach a 
global settlement of the US 
class actions against the 
Swiss banks. 

The Swiss banks insist 
that 9600m is their Anal offer 
while the Swiss government 
ami the Swiss National Bank 
have both Ignored the pleas 
of Stuart Eizenatat, US 
undersecretary of state, to 
become involved in a global 
settlement to head off threat- 
ened US sanctions against 
Swiss banks and Swiss com- 
panies. 

However, many US observ- 
ers believe that the negotia- 
tions can be settled by turn- 
ing up the pressure on the 
Swiss National Bank, the 
central hunk. 

The SMS is not owned by 
the Swiss government, but 
by a mixture of Swiss can- 


tons and 3,000 private indi- 
viduals. It owns the world’s 
third largest gold reserves 
and has an even more con- 
troversial wartime record 
than the Swiss banks. 

Switzerland handled four- 
fifths of all German gold 
transactions during the sec- 
ond world war. which was 
the only way Germany could 
buy hard currency to pay for 
vital supplies. It was the 
SNBj not Swiss banks, which 
bought the bulk of the Ger- 
man gold. 

W hen, the Allies signed 
the 1946 agreement 
waiving all future 
ftiwiTwa against Switzerland, 
the SNB, after a bitter argu- 
ment with the Swiss govern- 
ment, was forced to contrib- 
ute SFrlOOm to the SFr25Gm 
that Switzerland paid to set- 
tle the dispute. The Swiss 
government’s view was that 
its central bank had not 
been frank about its gold 
trade with the Nazis. 

Melvyn Weiss and Michael 
Hausfeld, two of the most 


successful US class action 
lawyers, believe that they 
run mnfrfl a cft sft against the 
SNB. Last week they filed a 
suit in a US district court in 
Washington on behalf of tar- 
gets of Nazi persecution 
“whose property was subject 
to systematic looting by the 
Nazi regime and was then 
deposited in, laundered by or 
liquidated through the Swiss 
National Bank". 

On paper the case against 
the SNB looks far stranger 
than the “rough justice” 
case against the Swiss 
banks. 

The May 1998 interim report 
of the Swiss historical com- 
mission, headed by Jean- 
Franfois Bergier, states that 
“the SNB’s Claims that it 
acted in good fifth and that 
Switzerland’s neutrality 
obliged It to accept the gold 
offered by Nazi Germany are 
clearly not justified . . 

The SNB, for its part, has 
not hidden the dark sides of 
its past. It has said it regrets 
profoundly that it may 
unwittingly have acquired 


gold from victims of concen- 
tration camps. 

Mr E foe ns tat estimates 
that cm the basis ctf Professor 
Bergier'a figures the Swiss 
took in 1336m of looted gold. 
However, they paid back 
only 886m. It is the differ 
ence between these two 
sums, equal to about $2£tm 
in today's money, which 
explains why it is not only 
the US lawyers who believe 
that .the SNB could be leant 
on to top up the Swiss 
banks' 9600m offer. 

Mr Efoenstat has called on 
the SNB to “reflect" on the 
Bergier report However, the 
SNB shows no sign of 
accepting Mr Efoenstat's 
advice. 

“It is not a matter for a 
court in the US to pass Judg- 
ment on the monetary policy 
conducted by the Swiss 
National bank, the central 
bank of a sovereign state,” 
says Jean-Pierre Roth, one of 
the SNB’s three directors. 

The SNB has already 
matched the SFrlOOm ($67m) 
contribution of the big three 


yard for banks in the past. 
“Consumer [loans] can have 
high losses, but those are 
basically predictable,” says 
Robert Strong, chief credit 
officer at Chase Manhattan. 

Chase, like other banks, 
claims to have tightened 
standards since Its hefty 
losses of the early 1990s. 

Thfi hanks also say they 
are far less likely to over-ex- 
tend themselves to particu- 
lar groups of borrowers, 
such as real estate compa- 
nies or Asian carmakers. 

However, this does not 
necessarily make the banks 
immune. Different groups of 
borrowers can run into diffi- 
culty at the same time. 
Lasses from south-east Asia 
may combine with those 
from US companies and con- 
sumers to deliver a triple 
whammy, says Ms Azarchs. 

Banka al so have difficulty 


in immunising themselves 
against one of the immuta- 
ble truths of their industry 
that the excess capital from 
the good years fuels higher 
lending to increasingly mar- 
ginal borrowers at increas- 
ingly low rates. Even if some 
banks try to maintain their 
discipline, the pressures to 
lend can be high. 

Most industry analysts 
believe the traditional credit 
cycle is still in place. “Bank- 
ing is cyclical and ends in 
loan losses - I am sure it 
will be no different this 
time.” says Robert Albert- 
son. of Goldman Sachs. 

The only question for the 
Fed is whether it can limi t 
those losses to a level that 
does not threaten the health 
of the financial system as a 
whole. 

Additional reporting by 
Don Bogler 



Stuart Bzarwtat plana to Swiss National Bank Ignored 


Swiss hanks to the SFr27Sm 
fund established for needy 
Holocaust victims by mak- 
ing a SFrlOOm payment 

The SNB did not need a 
special act of parliament or a 
referendum to make the 
SFrlOOm payment last year. 
So could the SNB be pressed 
a second time to dip into its 
$40bn of gold reserves to top 
up the banks' offer? 

If the SNB did cave in to 
US pressure, it would put an 
end to any remaining Swiss 
popular support for its 
almost forgotten proposal to 


use 500 tons of its gold to set 
up a SFrTbn Swiss Solidarity 
Foundation, which will back 
projects alleviating poverty, 
violence and conflicts both 
In Switzerland and abroad. 

The SNB and the Swiss 
government believe that this 
proposal, which would have 
to be agreed by national ref- 
erendum, is still the best 
way to break the impasse 
rather than allow US law- 
yers to apportion guilt and 
fix compensation terms for 
events that cannot be 
changed. 


NEWS DIGEST 

KHATAMI PRAISES WORLD CUP TEAM 

Iran soccer squad’s unity 
’an example for country’ 

Iranian President Mohammad Khatami has nailed the efforts 
of the country's World Cup soccer squad as an example of 
unity and teamwork that the whole country should follow. 

The president, whose moderate government has met resis- 
tance from influential conservatives, used a ceremony honour- 
ing the players after they returned from France to complain 
that Iranian society lacks tolerance for opposing views. 

“We have not been able to help each other in establishing a 
desirable system, for unfortunately we are not tolerant.* he 
was quoted as saying in Sunday's Tehran Times daily. This 
lack erf tolerance stemmed from "a historical disease’ emana- 
ting from the lack of self-determination in the country until 
Iran's 1979 Islamic revolution. 

The Iranian team surprised many with a 2-1 victory over the 
US in the World Cup, and gave good performances despite 
losing to Yugoslavia and Germany 
Since President Khatami's election last year, open clashes 
between pro-Khatami moderates and conservatives have 
become a familiar feature of the Iranian political landscape. 
Reuters, Tehran 

BURMA POLITICS 

Junta admits crackdown 

The Burmese military regime said yesterday it had cracked 
down on the opposition to prevent a "hood -on collision* with 
the authorities when universities and colleges were reopened. 

Exiled opponents of the regime claimed last week that 
about 40 members of the opposition National League for 
Democracy party led by Aung San Suu Kyi had been detained 
and others had been told to sign pledges that restricted their 
movement The military sold It had ordered elected NLD politi- 
cians outside Rangoon to report to the local authorities os 
part of its scheme to outflank opposition plans to create 
“confrontation and instability". 

Diplomats In Rangoon said the Junta hod been provoked by 
last month's call by the NLD for parliament to be reconvened 
by August 21 along the lines of the 1990 general election 
whan Ms Suu Kyi's party won an overwhelming majority. 
WMUnn Barnes, Bangkok 


AIR AFRIQUE 

Airline’s jets to be seized 

Air Afrique, the multinational airline, said yesterday that credit 
insurers were seizing its four A310-300 aircraft from midnight 
tomorrow because of non-payment of arrears on its debts. 

Air Afrique has been trying to set up a leasing company to 
take over the aircraft and related debt The difficulties 
encountered In setting up this leasing company have led the 
credit Insurers to decide to take back the four A310-300S," 
the airline said In a statement Air Afrique said the insurers 
were taking back the planes despite the fad that it had been 
paying CFA Fr300m (9494,000) each week since January 
1997 to service Its debt. Suppliers and other creditors were 
also being paid regularly and it had shown a profit of more 
than CFA Frlbn in the first quarter of 1998. 

The 11 West and Central African countries that own 70 per 
cent of Air Afrique agreed to set up a leasing company In 
1997 to take on the aircraft and debts, but have not come up 
with the starting capital. Reuters, Abidjan 
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Eurex launches i 

Jumbo- 



Pfandbrief Future 


On 6 July 1998, Eurex has introduced a futures contract on medium- 
term Jumbo-Pfandbriefe. it Is the first such contract on issues outside 
the government bond market Market breadth, liquidity, security: 
these factors make Jumbo-Pfandbriefe an attractive investment alter- 
native for fixed-income portfolios. The introduction of the Jumbo- 
Pfandbrief future gives the investor an efficient trading and hedging 
instrument Its features comply with international standards. Jumbo- 
Pfandbriefe are subject to the strict provisions of German mortgage 
banking laws and represent a very Jow default risk. Only top quality 
Jumbo-Pfandbriefe (AAA rated) are eligible for delivery into the 
futures contract 

Trading will be based on the electronic platform of Eurex Deutschland 
(formerly DTB). Eurex stands for a unified trading environment with a 
worftfwi'de presence through focal access points, a broad and attrac- 
tive range of products, high liquidity, transparence, efficiency and 
security in trading and settlement 


Information Is available by polling fax +49 (0)6122-98 44-594 or on 
the Internet at www.eurexchange.ajm. 

Eurex* h 4 restored trademark 




X-pand into the Future 


■ 
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ASIA-PACIFIC 


POLICY SHIFT END TO REACTIVE DECISIONS 


Pakistan may 
sign test ban 
without India 


By Fatten Bokiiad in Islamabad 
and Math Nkboison 
In New Delhi 


Senior Pakistani officials say 
a decision to sign the Inter- 
national Comprehensive 
Test Ban Treaty would be 
taken irrespective of what 
neighbouring India might 
do. Islamabad's decision to 
detach CTBT policy from 
New Delhi marks a signifi- 
cant shift In the Pakistan's 
foreign policy, which for 
decades has been driven by 
what India does first. 

Fur almost two decades 
successive Pakis tani govern- 
ment have insisted that the 
country' would only comply 
with international treaties, 
such as the CTBT or the Non 
Proliferation Treaty (NPT), if 
India did so simultaneously. 

At the weekend. Pakis- 
tan's foreign office con- 
firmed the government bad 
begun a "strategic review" of 
the CTBT and had decided to 
keep its options open. Tariq 
Allaf. foreign office spokes- 
man. said: "We do not have 
to be tied down and have 
therefore undertaken a stra- 
tegic review of our position 
with regard to CTBT." He 
also said, "There cm be no 
linkages [to India] in a 
watertight sense. We will 
take decisions that will suit 
our interests." 

India's Bharatiya Janata 
porty-led government has 
said it will not sign the 
CTBC in its current form, 
maintaining the long-held 
position of previous Indian 
governments in rejecting the 


to be caught if India sud- 
denly springs a surprise and 
decides to sign the CTBT 
with some changes in the 
treaty. We don’t want to be 
pushed into an agreement 
Just because Delhi suddenly 
comes round to it." 

Reasons for Pakistan's 
change of mind are not 
immediately clear, though 
the threat of a widening eco- 
nomic crunch, in the wake 
of western sanctions follow- 
ing its nuclear tests in May. 
could be one, analysts said. 

The foreign office 
aDuouncemerit coincided 
with remarks by Sartaj Aziz, 
finance minister, who said if 
western multilateral assis- 
tance was curtailed. Pakis- 
tan would experience diffi- 
culties in meeting external 
debt repayments on its $43bn 
debt. 

Pakistan's debt repay- 
ments between July and Sep- 
tember are almost $900m. 
marginally below Us foreign 
exchange reserves of $913m 
last week, which are only 
enough to pay for about four 
weeks of imports. Many ana- 
lysts say the government 
would need to find new 
sources of credit soon to 
plan for an estimated $5.6bn 
in loan repayments during 
the next 12 months. Mr Aziz 
said. "The threat to multilat- 
eral aid would be the gravest 
impact of the sanctions." 

The threat of sanctions by 
the US, Japan and European 
countries has already led 
many analysts to forecast a 
substantia] drop in foreign 
assistance for infrastructure 



Japan’s recession shifts interests back to the pork barrel 


Michiyo Nakamoto 

visits Iwate to find a 
swing back toward 
the LiDP as 
business slows 


X 


"flawed" treaty. Delhi has 
argued that the current 
treaty enshrines a "nuclear 
apartheid" by defining 
nuclear weapons status as 
the exclusive preserve of the 
five established nuclear pow- 
ers. 

Analysts say the govern- 
ment repositioning on CTBT 
could also be a precursor to 
a hardening of official pol- 
icy. A senior government 
official said: “We don’t want 


projects. 

Analysts in Karachi say 
the decision to detach any 
move on CTBT from India's 
actions may be designed to 
build up “foreign political 
credit” before a unilateral 
moratorium on its foreign 
debt payments. The govern- 
ment estimates that Pakis- 
tan could lose up to half of 
its $3bn in foreign assistance 
this year under the impact of 
western sanctions. 


A construction crane sits. 

idle, in a plot of freely-grow- 
ing grass outside the offices 
of Sanei Kogyo. a small 
housebuilding company in 
Iwate prefecture, northern 
Japan. 

Business is slow this year 
for Sanei. one of countless 
subcontractors that com- 
prise the huge construction 
industry in this remote 
northern province. 

In better years. Sanei 
would have filled its order 
book for the year by ApriL 
This year, it is Just manag- 
ing to scrape by with a bit of 
remodelling here and some 
maintenance work there. 
“We are not getting orders,” 
moans Kasumi Miura, a 
licensed architect who helps 
run the company her hus- 
band founded in 1983. 

As economic activity has 
slowed sharply all over 
Japan, the recession will be 
a key issue in national elec- 
tions for the Upper House of 
the Diet on Sunday. 

The slowdown in public 
works has been a big con- 
cern, particularly in rural 
areas such as Iwate, a land 
blessed with mountains and 
a scenic coastline but con- 
spicuously devoid of private 
enterprise. 

“When the construction 
industry is in a slump, 
everyone is in a slump. 
When there is work in the 
construction industry. It pro- 
vides work for many other 



An LDP politician, Tokidchiro Tamazawa, camp a igning in Iwate for nest Sunday's election 


people. like materials suppli- 
ers and carpenters." Mrs 
Miura notes. 

The impact of the latest 
recession has been severe on 
the industry. One of Sanei’s 
partners In public works 
contracts recently collapsed 
after its bank withdrew its 
loans. The owner of the com- 
pany has disappeared, she 
says. 

“Construction workers 
from Iwate prefecture have 
been going to other regions 
to seek work but they have 
bad to come back because 
there is no work anywhere," 


says Kiyoshi Sekizawa, sec- 
retary-general of the 
Morioka Minshu Shoko Kai. 
an association of very small 
companies. 

Iwate has been a strong- 
bold of Ichiro Ozawa, the 
leader of the opposition Lib- 
eral party, whose constitu- 
ency is in Morioka. the main 
city in the prefecture. 

But ironically, the reces- 
sion. which has led to rising 
suicides and unemployment 
In the construction sector, is 
helping the Liberal Demo- 
cratic party, which is pre- 
sumed to have authority 


over who gets the public 
works contracts. 

“The governing party has 
tremendous influence over 
budget allocation and the 
people In the regions remem- 
ber that, so they have high 
expectations for what we can 
do." says Atsushi Kudo, sec- 
retary general of the LDP’s 
Iwate branch. 

The LDP says as much as 
of 75 per cent of the Y59.6bn 
(^445m) In additional rands 
allocated to Iwate in the gov- 
ernment's latest supplemen- 
tary budget will go towards 
public works programmes. 


“Iwate is a large prefecture 
and needs a lot of roads. The 
land is also 77 per cent 
mountains so we need tun- 
nels," Mr Kudo says. 

To ensure that Iwate gets 
Its fair share of infrastruc- 
ture spending from the cen- 
tral government, many 
people believe it is necessary 
to have powerful representa- 
tives in Tokyo. 

“People in the regions who 
want any work they can get 
feel they need to side with 
the ruling party. The worse 
the economy, the more 
dependent they become on 
the LDP. which they see as 
the central government,’’ 
explains one MP from Iwate. 

The fear that unless they 
support the ruling party, 
they will miss out on future 
public works was brought 
home in recent develop- 
ments. 

Two years ago, in elections 
to the Lower House, the 
head of the Iwate Prefecture 
Construction Industry Asso- 
ciation, Shigeru Mochizuki, 
supported the candidate 
from the then Shinshinto 
party, beaded by Mr Ozawa, 
even though Mr Mochizuki 
was a member of the LDP. 

Back then, people thought 
the Shinshinto might 
become the ruling party, 
Koko Sekiguchi, editor of the 
Morioka Times, says. 

In the event, the LDP 
stayed in power, and Mr 
Mochizuki was expelled from 
the party. “It is said that 
there was bullying by the 
LDP, which threatened not 
to support public works for 
Iwate,” says Daisuke 
Kamata, a reporter far the 
Morioka Times. The feud did 
not actually affect public 
works spending in Iwate but 
it clearly left a strong 
impression on the construc- 
tion industry. 

Mr Mochizuki has scurried 
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to rebuild relations with the 
LDP. He has pledged his sup- 
port for the party’s candi- 
date in the proportional rep- . „ 
resentation part of the 
elections, in which voters 
chose a party, rather than a 
candidate. He has committed 
himself to helping the LDP 
campaign with voluntary' 
workers. 

This does not mean the 
LDP will necessarily get 
their votes. 

Many people in Iwate are 
fiercely loyal to the incum- 
bent, Motoo Shiina. who is 
one of the most respected 
and popular politicians in 
the prefecture and is run- 
ning on an independent 
ticket 

Others in the construction 
business, such as Mrs Miura, 
are openly critical of the 
LDP. “I don’t think the gov- ” 
eminent Is thinking about 
small and medium-sized 
companies like us," she says. 

But the recession bas 
clearly strengthened the 
LDP's hand. 

“Pour to five years ago. 
there was a strong wind 
blowing against the LDP,” 
admits Mr Kubo. “But in the 
past half year, we have made 
a come-back." he says trium- 
phantly. 


Mobile phones may lose their trill in concerts 


By fiOfau Tett hi Tokyo 
and Abu Cane hi London 


Maddened by the warble or a 
mobile phone? Japanese con- 
cert-goers may soon be able 
to eryoy the music in peace. 
Japan's Ministry of Post and 
Telecommunications is pro- 


posing to license an elec- 
tronic system which will 
allow concert halls to jam 
mobile phones in the audi- 
ence to stop them ringing 
during performances. 

The technology is not 
unique An Israeli company. 
NetUne Technologies, based 
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in Ramat Gan. Is already 
marketing a device which 
jams reception by blanketing 
the area with radio waves. 
so drowning incoming or 
outgoing mobile phone sig- 
nals. It is being tested in 
hospitals and by the Israeli 
military. But Japan's ring- 
free scheme is thought to be 
the first la the world to be 
promoted by the regulatory 
authorities, Japanese offi- 
cials’ say.'- . - - • •' ' ' . . ■ 

The experiment is being 
watched carefully by the 
telecoms industry. The pro- 
posals have already stirred 
up controversy in Japan. 
Although some industry 
groups want the scheme 
extended to other areas, 
such as hospitals, some 
mobile phone companies 
insist this would be a dan- 
gerous infringement of con- 
sumer rights. 

Big manufacturers such as 
Matsushita, the electronics 


groups, are not selling the 
equipment, although most 
are studying the market. 
Earlier this year some small 
private companies, including 
Nikkodo, chiefly known for 
producing karaoke equip- 
ment, started quietly selling 
the equipment to restau- 
rants and bars for about 
YSO.OOO ($350) a unit 

Use of the equipment is 
currently illegal under 
Japan’s radioJawL because of 
concerns that it could Inter- 
fere with other communica- 
tions systems, such as police 
radio networks. 

But after two months of 
internal debate, DIPT has 
drawn up guidelines allow- 
ing the Jamming equipment 
to be used in specific public 
places such as theatres or 
concert halls where the 
degree of public nuisance is 
si gn i fi can t . Users, however 
must be licensed and the 
MPT plans to issue some 


experimental licences in the 
coming months. Suntory 
Halt , a large concert hall In 
Tokyo, for example, says it 
will soon conduct tests. 

The MPT insists that most 
mobile phone companies 
accept the need for some 
occasional phone-free peace. 
“The majority of cellular car- 
riers told us that limits on 
cellular phone usage are 
unavoidable,” an official 
said. ' ... -- ' 

But the r uling has also 
provoked anger from some 
mobile phone companies. An 
executive from the Nippon 
Telephone and Telegraph 
mobile operator DoCoMo 
says: “Connecting people by 
phone is our job. . . It is 
wrong to stop people getting 
in touch with each other.” 

Makers of the j amming 
equipment are disappointed 
that the MPT has not 
included restaurants, hotels 
and hospitals In its plans. 


“We have been selling to 
hospitals and hotels, cafes 
and restaurants," says an 
executive at Nokodo. ”It 
seems there is great 
demand." 

Whether the system would 
be allowed outside Japan is 
open to question. Regulatory 
authorities in other coun- 
tries are concerned that it 
may prove difficult to limit 
the effect to a specific area, 
seeing a danger of indiscrim- 
inate jgTnrflitig 

Vodafone, the UK-based 
cellular operator which has 
one of the largest interna- 
tional networks, said it 
would be a pity if legislation 
to silence mobile phones 
were introduced. Message 
systems and phones which 
vibrated rather than warbled 
could solve the problem 
without recourse to draco- 
nian technology. 

With additional reporting by 
Nobuko Juji 
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Mahathir ignores the requirements of 


the international investment community 


Sheila McNutty on 

the direction of 
Malaysia's 
economic policy 
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T he response by Malay- 
sia’s prime minister, 
Mahathir Mohamad, to 
the 1.8 per cent contraction 
In the economy in the first 
quarter was two-fold: first he 
dismantled the austerity 
package unveiled last year 
to address the impact of the 
Asian crisis; then be side- 
lined its author, Anwar Ibra- 
him. his deputy and finance 
minister. 

Dr Mahathir, wbo insists 
Anwar’s package has aggra- 
vated Malaysia’s crisis, 
appointed his confidant and 
economic adviser, Daim 
Zainuddin, to a ministerial 
post overseeing the econ- 
omy: increased government 
spending; and expanded 
monetary policy. 

What Dr Mahathir has not 
done is what economists 
consider necessary to revive 
the confidence of foreign 
investors. Share prices and 
the Malaysian currency con- 
tinue to fall amid uncer- 
tainty about the economy. 

“What Malaysia needs to 
do Is come out with its 
hands up and say we have 
some serious problems,” 
says Daragb Maher, econo- 
mist at ING Barings in Sing- 
apore. “lt*s just sticking Its 
head in the sand.” 

The prime minister had 
made such a show of Mal- 
aysia's economy being more 
resilient than its neighbours’ 
that many economists were 
as surprised as he by tbe 
speed with which tbe econ- 
omy slowed from 6J per cent 
growth in the fourth quarter 


of last year. They are now 
forecasting recession. 

The government respond- 
ed by announcing it would 
spend M$5bn ($l-2bn) reviv- 
ing infrastructure projects 
stalled as the economy 
slowed and M$7bn on eco- 
nomic and social projects. 
Bank Negara, the central 
bank, cut the statutory 
reserve requirement of bank- 
ing institutions - the funds 
they must place at no inter- 
est with the central bank - 
by 2 per cent to release 
M$8bn Into the system to 
help them revive lending. 


‘What Malaysia 
needs is to 
come out with 
its hands up 
and say we 
have serious 
problems 1 


And the administration is 
talking about lowering inter- 
est rates. 

While government spend- 
ing will certainly provide 
relief to some companies. It 
will also convince potential 
Investors that the recipients 
- and. therefore, the banks 
they borrowed from - win 
never learn the hard lessons 
of being prudent to prevent 
another such crisis. 

At the outset of the Asian 
crisis. Malaysia's ratio of 
domestic credit to gross 
domestic product was 170 
per cent - one of the highest 
ratios in the world. Loosen- 


ing monetary policy is also 
Ul-advised. If rates are low- 
ered, economists say that 
will remove the incentive 
investors now have to hold 
the ringitt. provoking a 
sell-off that will weaken it 
further. That, in turn, wiD 
increase the debt burden of 
those companies with for- 
eign borrowings and make 
the imports required by 
many companies even more 
expensive. 

Bankers already face the 
prospect of almost one in 
four domestic loans going 
bad by the middle of next 
year. They have tightened 
lending restrictions so much 
that credit growth slowed 
from 30.4 per cent in June 
1997 to 12 per cent in May 
1998. If the government 
forces banks to reduce the 
protection higher rates pro- 
vide, they are likely to 
become, even more Judicious 
about to whom they lend. 
And they will put the extra 
provided by the SRR cut 
toward covering bad debt 
Malaysia desperately 
needs foreign capital. But Dr 
Mahathir refuses to lift 
restrictions on direct foreign 
investment And he contin- 
ues to drive away invest- 
ment in the stock market by 
refusing to admit the need 
for Internal re form , ingtoa g 
he holds foreigners responsi- 
ble for the crisis, accusing 
them of withdrawing from 
Malaysia's financial markets 
a year ago as part of a con- 
spiracy to undermine 
regional economies. 

Dr Mahathir hopes to get 
some foreign funding 
through the back door - via 
bond issues by the Asset 
Management Company, 
which is being formed to buy 


and revive bad loans. But 
economists say that will be 
difficult Investors most be 
enticed not only by high 
returns but also by guaran- 
tees that tbe fond will not be 
overwhelmed buying assets 
of the well-connected which 
cannot be revived. Dr 
Mahathir lw« made p U* gT ' he 
supports rescuing favoured 
companies. 

But the first-quarter con- 
traction appears to have 
finally convinced Dr 
Mahathir that the country 
he has spent 17 years build- 
ing as prime minister cannot 


He continues to 
drive away 
investment in the 
stock market by 
refusing to admit 
the need for 
internal reform 


escape the full wrath of the 
capitalist system which gave 
Malaysia so much but also 
took so much in return. He 
la even preparing the public 
for possible International 
Monetary Fund assistance if 
bis latest initiatives faSL 
“If we still cannot solve 
the economic problems, 
maybe one day we wffl have 
to bow to the IMF.” Dr 
Mahathir said on Friday. By . 
persisting in driving away 
foreign investors, the prime 
minister just might ensure 
that day is not far off. 
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BT launches fresh attack on phone crime 


By Alan Cane 


British Telecommunications 
is mounting a now offensive 
against the barons of organ- 
ised telephone crime who 
are costing it hundreds of 
millions of pounds annually. 
Its chief weapon is a new 
technology that can cut the 
time to delect and prove 
fraud from - in some cases - 
years to minutes. 

Developed with BT's erst- 
while partner. MCI of the 
US. the system has already 
been tested by BT’s railing 


Customers 
in US 
find BA’s 
accent 


card division, where it has 
doubled the number of 
frauds spotted and halved 
the financial losses. Now it 
is being deployed across 
BT's business services. 

The level or UK phone 
crime is hard to assess but it 
is costing operators a mini- 
mum of nnom <$334m) a 
year. Trade organisations 
put the figure at 55.000 
crimes reported, with a simi- 
lar number of unreported 

fraudulent calls. And forget 
anorak-clad feenaged phone 
freaks: telephone fraud is big 


time crime. Some of the UK's 
best-known villains are 
defrauding the operators to 
fund activities ranging from 
drugs to terrorism, accord- 
ing to Dennis Gaits, bead 
of BT's investigations 
unit. 

’This is more than steal- 
ing I Op from a call box." he 
says. “Heavy names In the 
criminal fraternity- are 
involved. They know BT’s 
network and they know 
what they are doing." 

Telephone crime can be 
absurdly easy. Opening an 


account in a false name and 
selling calls to international 
destinations before disap- 
pearing when the bill is due 
is one of the simplest In one 
case earlier this year a gang 
of Tamil sympathisers 
siphoned off some £2m from 
400.000 fraudulent calls to 
Sri Lanka before they were 
arrested, convicted and 
imprisoned. 

It took BTs investigators 
fwo years to collect the evi- 
dence to put the gang on 
trial. The new system, called 
“Sheriff", will be able to do 


the Job in minutes. Detection 
involves analysis of hun- 
dreds of millions of call 
records looking for unusual 
patterns: an unexpectedly 
huge number of calls to a 
particular number or desti- 
nation, for example, or calls 
made at unusual hours or 
from unusual locations. 

Ian Drayner. BT fraud 
strategy manager, said the 
company's services were 
already protected, but by 
individual systems. The need 
was for a single system so 
fraud alert data could be 


Engineering sector struggles against skill shortage 


Peter Marsh on an industry losing out to 
rivals because of problems filling vacancies 


engaging 

By Andrew Bafger, 
Employment Correspondent 


British Airways has been 
encountering a little interna- 
tional difficulty with some 
customers in the US - it can- 
not get them off its inquiries 
and bookings lines. 

The problem is that callers 
from the US “just love" the 
accents that greet them 
when their calls ore routed 
through to BA's Glasgow 
and Newcastle coll centres, 
and like to linger for n chat. 

While discussions about 
local beauty spots and Brit- 
ish heritage would no doubt 
do wonders for customer 
relations, they could be 
costly for BA - and not just 
because its reservation 
agents are occupied. US cus- 
tomers dial a local number . 
and the airline pays the cost 
of switching the calls across 
the Atlantic. 

BA said: “It is not a big 
problem. But people calling 
from Des Moines or Texas 
have been surprised to be 
answered by a Glaswegian 
or Newcastle accent. There 
have been Instances or con- 
versations being prolonged 
so people can hear the twang 
of the old country." 

BA said: "Ultimately, our 
staff are trained sales people. 

It wouldn't be part of tbeir 
job to stop and have a chat 
for 30 minutes." 

Delta Air Lines, a US car- 
rier. avoids this hazard by 
not revealing to its custom- 
ers that their calls have been 
switched outside the coun- 
try. Two years ago Delta 
consolidated most of its 
European call centres into 
an oi>e ration in Ealing, west 
London. Delta re-routes local 
calls and uses native speak- 
ers - so customers need 
have no idea that calls are 
being dealt with outside 
tbeir country of origin. 

A customer from Spain is 
answered in Spanish - a cal- 
ler from Barcelona in Cota- I 
lan. Delta is so pleased with I 
its European call centre that 
it has just announced the I 
transfer uf its German 
operations to the UK. The 65 1 
people employed in Frank- « 
furt. who cover Germany 1 
and Austria, will he offered i 
jobs m London. I 

Andrew Fraser, chief exec- 
utive or the Invest in Britain t 
Bureau, the government i 
agency that handles inward f 
investment for the whole of t 
the UK. said it had been a r 
welcome surprise to a lot of ( 
investors quite how multi- j 
cultural Britain had become, a 


T he UK's engineering 
industry is lasing busi- 
ness to international 
rivals through its failure to 
recruit enough qualified 
people, according to a report 
to be published tomorrow. 

The study by the Engi- 
neering and Marine Training 
Authority, a private-sector 
body, says nearly half of 
engineering companies that 
have recruited in the past 12 
months have had problems 
filling vacancies. 

This is substantially above 
the comparable figure of 35 
per cent for ail industry sec- 
tors. and is also above the 
one third of engineering 
recruiters that reported 
difficulties in a s imila r study 
in 1993. 

The report provides some 
of the strongest evidence of 
the effects of skills shortages 
nn a specific industry sector. 
It has been sent to David 
B1 unk Pit, the education and 
employment secretary, who 
is organising a wider study 
of how- insufficient skills are 
affecting the UK's industrial 
competitiveness. 


Two thirds of the compa- 
nies experiencing skills 
shortages in engineering say 
these are harming sales 
prospects, adding to their 
difficulries related to the rise 
in sterling since 1996. “The 
skills shortages are getting 
worse, and are related to the 
training infrastructure 
which the industry lost 
as it cut down [on training] 
in the late 1980s and early 
1990s," said Michael Sander- 
son, chair man of the author- 
ity. 

Britain's engineering 
industry, which includes 
steelmaking, vehicles and 
computers, employs 1.8m 
people. It accounts for about 
6 per cent of the country's 
total output of goods and 
services. 

Paradoxically, the skills 
shortages are biting as the 
engineering industry is 
increasingly feeling the 
impact of the rapid rise in 
the pound in the past 18 
months, which has eaten 
into export margins and 
made it easier for continen- 
tal European competitors 
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to win orders in the UK. 

Of more than 4,000 employ- 
ers questioned in the 
study, 45 per cent of those 
reporting recruitment diffi- 
culties said applicants 
lacked the necessary qualifi- 
cations. 

The vacancies hardest to 
fill include jobs involving 
practical skills, such as 
operating machine tools, 
while companies also say 
they cannot recruit enough 
people who can mix mechan- 
ical engineering skills with ! 
knowledge of computers. 

The report says that a t 



third of engineering employ- 
ers perceive a gap between 
the skills of employees and 
those required to meet busi- 
ness objectives. That is sub- 
stantially above the 18 per 
cent figure In comparable 
surveys across industry as a 
whole. 

Behind this problem is 
that many practical skills - 
such as programming or ser- 
vicing modern production 
tools - are in short supply 
because of the training cut- 
backs a decade or so ago. 

These led to fewer appren- 
tices and other school- 


leavers entering the industry 
who would have been expec- 
ted gradually to acquire the 
necessary know-how. 

A second difficulty is the 
pace of technological change 
In many parts of engineering 
- including cars, aerospace 
and industrial machinery - 
in which a knowledge of 
electronics and software 
skills are at least as impor- 
tant as old-style mechanical 
engineering. Of the value of 
a modem machine tool, for 
instance, up to 20 per cent is 
linked to its electronic con- 
trol system as opposed to the 
mechanical components. 

On the impact of the skills 
shortages, nearly one in six 
of all employers say the diffi- 
culties are slowing the pace 
of reacting to orders, or 
causing production bottle- 
necks. More than one in 10 
say they have lost orders 
altogether or have been put 
off expanding into new 
fields. About one in 12 con- 
sider the quality of products 
is suffering as a result of 
poorly qualified staff, while 
about the same number say 
they are missing deadlines 
or loading more work on to 
existing employees . 


Hardliners call the tune in Portadown 


By Robert Wright 
in Portadown 


Onward Christian Soldiers 
was struck up by the Maeve- 
macullen Accordion Band as 
it left Portadown's Carleton 
Street Orange Hall yesterday 
for Drumeree Church. 

As the Portadown "breth- 
ren" mobilised to defy’ the 
Parades Commission's ruling 
curtailing their annual 
march, the first impression 
might be that religion - not 
politics - was the cause of 
the dispute. 

A hardline evangelism is 
certainly alive and well in 
this County Armagh market 


town, where the Protestant 
community feels besieged by 
what it perceives as a hostile 
and largely republican and 
Roman Catholic rural hinter- 
land. 

“Jesus Saves but Rome 
Enslaves", read one of the 
posters stuck late on Satur- 
day night to a concrete block 
by the barricade blocking 
the parade. 

As a crowd gathered to 
inspect the fortifications, 
one person stuck another 
poster, reading “No Pope in 
Portadown". to the barri- 
cade's barbed wire. 

An earnest, intelligent 
young man looked on 


approvingly. He explained 
he was a fundamentalist, 
a member of the Covenant- 
ers, a denomination based 
on the teachings of the 
Scottish reformer John 
Knox. 

So did his faith make him 
think it was right to force 
one's way down the Gar- 
vagby Road when it would 
almost certainly lead to vio- 
lence? 

“If you go back to the 
scriptures, you'll see the 
Israelites were always faced 
by opponents," he said. 

Rev John Pickering, vicar 
of the Church of Ireland 
Drumcree Church, also elab- 


orated on the parallels 
between the Northern Irish 
and the Israelites in his ser- 
mon yesterday. And one of 
the bands on the parade was 
the Star of David accordion 
band. 

“Sometimes you have to 
stand up and fight.” said the 
young man. 

With a gesture towards 
“these people over there" - 
the Catholics on the 
Garvaghy Road - he said: 
“We believe these people are 
renegades, rebels. They owe 
their allegiance to a foreign 
prince [the PopeJ." 

His friends nodded in 
agreement. His claims 


became more extreme. Tony 
Blair, the UK prime minis- 
ter. he went on, was a 
“secret Romanist". 

Then there were the 
supposed Links between 
Cherie Booth. Mr Blair's 
Roman Catholic wife, and 
the Jesuits - a group that 
excites particular scorn 
among Northern Irish hard- 
liners . " ‘ " 

Which brought him back 
to the Garvaghy Road. There 
had been no trouble there, 
be said, until the Jesuits 
arrived - in the figure of the 
mild-mannered Rev Eammon 
Stack and others of that 
order. 
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shared across product lines. 

Sheriff uses artificial Intel* 
ligence for analysis and an 
advanced “object oriented" 
database from Versant. a US 
company, to provide the 
speed and reliability needed 
to sort through a minimum 
of 120m ^11* a day on BT’s 
network. The system 
“learns" from its experi- 
ences, so improving its abil- 
ity to detect future frauds. 

BT Is considering offering 
a tailored fraud -detection 
service to its large corporate 
customers. 


World slowdown prompts 
fears of UK recession 

Faltering manufacturing output plus 
WrSg the risk that the UK economy «« **> 

sion according to reports published today. 

Aborting to the Centre for Economics and Sums 
Research, an economics consultancy, the stowing 
world economy, added to the weakening s.sle of UK mam.-, 
factoring, is pushing Britain “uncomfortably close to stagna-^ 
non". Lloyds Bank, in a survey Of 2,000 
fidence about economic prospects has fallen to its fo\ 
odrrt since the early 1990s recession. 

^predicts that sales and order growth will ® 1 °’ J 
this year. The bank's survey, taken last month, indicates Jrat 
many service companies, such as in accountancy and distri- 
bution are seeing a slowdown in orders. Peter Marsh, Lon- 
don 

* 

MILLENNIUM BOMB 

Insurance clauses resisted 

International insurance brokers are resisting controversial ^ 
moves by Insurance companies to write "millennium bomb 
exclusion clauses into policies. The UK's biggest insurers 
have started writing to policyholders telling Them that the 
clauses wfll be in place from September. 

The millennium bomb arises from the inability of some com- 
puting software to distinguish dates after 2000. which could 
lead to potentially catastrophic results and huge financial 
losses. 

CGU, the insurance giant formed by the merger of Com- 
mercial Union and General Accident, has told brokers and 
policyholders that exclusion clauses will be written into most 
commercial and personal insurance policies from September 
1 . 

Royal & Sun Alliance, another big composite insurer, is say- « 
Jng it win do the same. Christopher Adams, London 

CASHLESS PURCHASING 

Further card tests planned 

A three-year experiment that turned the south-west England 
town of Swindon Into the world's first testing ground for the 
Monctex electronic cash card will start winding down this 
week. Mondex UK said the pilot had served its purpose and 4 
was planning a series of moves in the next three to six 
months to take the concept further. 

These Include com birring the electronic purse function with 
other applications, such as debit, on the same card, ana ven- 
tures with new partners. 

it is understood there will be a significant roll-cut of Mon- 
dex in London. Electronic cash cards can be loaded with 
money from cash machines or phones, and are designed to 
replace coins and paper notes In small value transactions. 

Since the Swindon launch, Mondex has been franchised 0e 
In 53 countries - the most recent being Uruguay 
- In a drive to make It the world's leading electronic 
wallet Christopher Brown-Humes, London 



DEFENCE REVIEW 


Trident warheads to be cut 

George Robertson, defence secretary, yesterday confirmed 
that tha government's strategic defence review, to be 
announced on Wednesday, would result in a cut in the num- 
ber of nuclear warheads carried on Trident submarines. He 
also said two new Royal Navy aircraft carriers would be built 
in Britain. 

Mr Robertson said he would be setting a new minimum 
level for Britain's nuclear deterrent. “We believe that 
there is still a role for Britain's national nuclear deterrent but it 
should perhaps be at lower levels than it is at the present 
moment. 1 ’ Andrew Parker, London 


Barings bondholders to vote on partial payment offer today 


By Clay Hams, 

Banking Correspondent 


More than three years after 
Nick Leeson’s derivatives 
trading brought Barings 
crashing down. a few of the 
loose ends of the collapse 
may come a bit closer to 
being tied up today. 

Holders of two issues of 
bonds issued by Barings or 
its subsidiaries will meet in 
tandun to vote an proposals 
that could lead to partial 
repayment of their £190tn 
in holdings. They 
are faced with the choice of 
accepting a fraction of what 


they are owed or pursuing 
legal claims against Barings' 
auditors and others, on 
expensive and lengthy pro- 
cess on which there are con- 
flicting views about the 
chances of success. Costs 
associated with the liquida- 
tion have already exceeded 
£30m. 

If the scheme is approved, 
the holders of $150m of float- 
ing rate notes issued in 1986 
and £100m of perpetual notes 
issued In 1994, could receive 
a total of £S4m, before 
expenses, on condition they 
give up any farther legal 
claim. The proposed settle- 


ment reflects a compromise 
worked out over more than 
two years through the City 
Disputes Panel, a disputes 
resolution body for the 
wholesale financial markets. 

Holders of the FRNs, who 
have a higher legal priority 
than the perpetual note hold- 
era in the liquidation, have 
relinquished part of their 
rights. They would get about 
60p in the pound, and perpet- 
ual holders about 23.6p. 

The payment would be 
funded from several sources, 
including a total of £33m 
from two accountancy firms: 
Coopers & Lybrand. auditors 


of the parent company and 
of its Singapore subsidiary 
BFS in 1994, and Deloitte & 
Touche, BFS's auditor in 
1993. Other money would 
come from ING Group, the 
Dutch company that bought 
Barings in 199S. and from 
about 30 Barings group 
directors, who have made 
voluntary contributions. 

Holders of another Sl50m 
of FRNs were paid nearly in 
full in March, benefiting 
from the quirk that the pro- 
ceeds of that 1994 issue had 
been on-lent to a company 
that is now a part of ING. 

Ernst & Young, Barings’ 


liquidator, has presented the 
proposed settlement to bond- 
holders without making a 
recommendation. If the audi- 
tors’ £33m contribution had 
been the only matter at 
stake, the liquidators said 
they "could not conclude" it 
was an appropriate amount 
The firms are being sued 
in London and Singapore 
and counsel's opinion 
obtained in both places by 
the liquidators has 
suggested the auditors' lia- 
bility could be much higher 
if the cases came to trial. 
But the auditors' defence 
would include an argument 


of contributory negligence 
on the part of Barings, 
which could prove persua- 
sive enough to limi t any 
eventual award. 

The firms have also indi- 
cated limits on their insur- 
ance cover, raising doubts 
about the ability to enforce 
awards against individual 
partners. 

Owners of £57.5m of Bar- 
ings preference shares are 
excluded from the proposed 
settlement, and stand to lose 
all their money if it is 
approved. If today’s meeting 
approves the scheme, the 
preference shareholders will 


object when it comes up for 
approval in the High Court 
later this month. 

Dominic Hopkins, solicitor 
for the preference sharehold- hL 
ers action group, said: ^ 
“We're not asking the earth. 

We only want that appropri- 
ate provision be made for 
us." The preference share- 
holders argue that since the 
compromise settlement has 
already departed from the 
normal order of priority in a 
liquidation, they should get 
a slice of what is available. 

But in strictly legal terms, 
they appEsar to have no bar- 
gaining power. 
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Ryanair, Europe’s largest low fares airline, is pleased to 
announc • the acquisition of 45 Next Generation 737-800 
series aircraft from Boeing, the world’s largest aircraft 
manufacturer. These aircraft will enable Ryanair to offer our 


^ RYANAIR 

x the low fares airline 


low fares to many more markets in Europe and to 
continue to expand Europe’s largest and most 
successful low fares airline. Ryanair and Boeing, 
an unbeatable team! 
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Essential guide to George Simpson 


Seen as government's favourite 
industrialist 

Is to be found on Friday 
evenings boarding an aircraft to his 
home in Scotland, where he has 
ample opportunity to chat with his 
main customer. George Robertson, 
the defence secretary, who also 
wastes no chance to return to his 
Scottish home. 

Lord Simpson is an example of a 
new breed in the defence world: 
his experience is of commercial 
manufacturing and not of arms 
procurement In the world of 
weapons, both buyer and seller 
have been used to bespoke 


products and delayed deliveries. 
The corporate focus was not on 
meeting the customer’s needs. 

Career. Lord Simpson's career 
gives him a sound basis to change 
this. 

Bom in Dundee in 1942, he 
qualified as an accountant In 1969 
he began a 27-year career in the 
motor industry as It went through 
tumultuous times. His work was 
mainly on the vans and trucks side 
of Bntish Ley land, which became 
Rover Group. He ran successively 
Coventry Climax, Freight Rover. 
Leyland Tracks. Leyland Daf and 
Rover itself. 


By 1992 he was deputy chief 
executive of British Aerospace. 
Rover's parent and managed the 
sale of the car company to BMW 
of Germany. Then he went to 
Lucas Industries, the automotive 
equipment maker end merged it 
with Varity of the US, after warning 
that industry consolidation was 
essential for survival. 

The same applies to the defence 
business. Its rationalisation is a 
poker game with cards held close 
to the chest. Lord Simpson's poker 
skills are not known, but as a man 
with a passion for golf, he can plot 
strategy while out on the course. 


PROFILE J.0RD SIMPSON, MANAGING DIRECTOR OF GEC — # 

Room for manoeuvre in 
the former boss’s shoes 


Times are changing at GEC. After the arrival of Lord Weinstock's successor, 
the company's approach is open and acquisitive, says Alexander Nicoll 

when the industry was coosoli 


A hundred top managers 
P from one of Britain's big- 
gest companies gathered 
in a hotel near London last week. 
Dressed in casual clothes, they 
swapped Ideas on Increasing 
shareholder value. 

Nothing so remarkable there: it 
was the sort of highly participa- 
tory session that many compa- 
nies hold regularly. Except that 
this was General Electric Com- 
pany. where such a meeting 
would have been unthinkable 
only two years ago. 

Each business unit previously 
operated in its own independent 
world to such an extent that 
when Lord Simpson visited 
China shortly after becoming 
managing director in 1996, he 
found that two of GEC's manag- 
ers there had not met and intro- 
duced them. 

The attempt to create a com- 
mon focus and open atmosphere 
across a group employing 80,000 
people is part of a vast cultural 
change that Lord Simpson has 
instigated since he stepped into 
the shoes worn by Lord Wein- 
stock for the previous 33 years. 

Succeeding one of the most for- 
midable figures in British indus- 
try. who built GEC and ran it 
with famous austerity, was 
bound to be testing. This was not 
the usual ritual of slashing costs, 
making disposals and bowing to 
the City’s plaudits when the bot- 
tom line magically Improved. 
GEC’s costs were firmly under 
control, and it bad a lot of good 
businesses. But Lord Weinstock's 
defensive approach had caused 
its previously stellar performance 
to become unexciting in the last 
decade of his tenure. 

Lord Simpson's mission is to 
make the company grow, and 
quickly. Of the GEC he found, he 
says: "I was worried about the 
lack of customer focus, the fact 
that people were far down the 
agenda, the over-riding emphasis 
on costs, and the not very risk- 
taking attitude to growth." The 
whole way tn which decisions 
were taken needed to be changed- 


Already, GEC has emerged 
with a new shape, a new direc- 
tion, a highly acquisitive 
approach, and managers who 
recite the mantra of raising 
shareholder value. 

The fact that they will talk at 
all is a big change for a group 
that was highly secretive. Instead 
of watching for smoke signals, 
journalists deal with a public 
relations department, the City 
with an investor relations man- 
ager. Lord Simpson, a personable 
and talkative man lacking in 
pomposity. i$ only too happy to 
talk to the outside world as well 
as to employees at all levels. 

Last month he invited Jack 
Welch, who has made General 
Electric of the US one of the 
world's most admired companies, 
to talk to tpp GEC managers. Mr 
Welch told them the most signifi- 
cant aspect of his speech was the 
fact that be was speaking to 
them. Lord Simpson, who is 56, is 
looking for similar achievements 
but in much less time. “At my 
age I don't have 18 years.'' 

GEC was not obviously set for 
spectacular growth. It is, through 
its Marconi electronics and ship- 
building activities, Britain's sec- 
ond-largest defence supplier. 
However, the market for weapons 
in western countries is in decline. 

GEC was a power engineering 
and telecommunications com- 
pany, but these interests were 
tied up In joint ventures with 
Alcatel of France and Siemens of 
Germany respectively - there 
were no provisions for exit 
because Lord Weinstock did not 
believe in them. The rest of the 
company comprised diverse UK 
and US industrial companies. 

Lord Simpson spent nine 
months working himself in. He 
impressed his workforce by visit- 
ing GEC's factories - another 
thing Lord Weinstock did not 
believe in. But when he produced 
his new strategy, there were 
doubts about it He would reduce . 
dependence on joint ventures - 
but how? He would build the 
defence business, but at a time 


dating. He would create greater 
focus - something every chief 
executive says. 

A year on, the defence electron- 
ics business has been expanded 
through a joint venture with Ale- 
pis of Italy and the acquisition of 
Tracor of the US. Power engi- 
neering has become an invest- 
ment with Alstom floated off 
after difficult negotiations with 
AlcateL No less awkward were 
discussions with Siemens on 
GPT, which ended with GEC 
owning all of the telecoms ven- 
ture - perhaps not the outcome it 
Intended, but GPT is now argued 
to fit in to a company focusing on 

Suddenly the talk is 
of freeing the 
company to grow by 
exchanging ideas 
between parts of 
the group that 
previously were 
hardly acquainted 


“intelligent systems". 

Lord Simpson has made more 
than £lbn of disposals as he 
seeks to create a company 
making high-margin, 
high-technology, high-growth 
products. There is some way to 
go: a washing machines venture 
does not fit in to this model, nei- 
ther does making metal hulls of 
ships. But the strength of GEC’s 
share price in recent months 
shows he is seen to be delivering. 

Now comes the expansion. He 
has £5bn in cash and financing 
and is open about his desire to 
buy Northrop Grumman of the 
US, to renew discussions with 
Thomson-CSF of France, to find a 
partner for GPT - and more. 

As the basis for decisions on 


how to grow. Lord Simpson and 
John Mayo, his finance director, 
are using “value-based manage- 
ment". By October, 800 GEC man- 
agers will have been trained to 
use a technique described by Mr 
Mayo as “growing the flowers but 
tr immin g the weeds". 

If a business is producing 
below 7 per cent cash flow 
returns on investment, after 
inflation and tax. it must cut 
costs. Businesses returning above 
12 per cent are told to grow. In 
tbe past, managers producing 
good returns often had the cash 
taken away from them and were 
denied the chance to invest for 
future growth. 

Businesses still have their fig- 
ures scrutinised closely, but Lord 
Simpson's greater involvement is 
underlined by the fact that he 
visits them for quarterly reviews. 
-“He's demanding and stretching 
in terms of business,” says Allan 
Cook, who heads Marconi Avion- 
ics. “But he has really put a 
human face on the business.” 

Suddenly the talk is of operat- 
ing without boundaries, of intra- 
nets. of freeing the company to 
grow by exchanging ideas 
between parts of tbe group that 
previously were hardly 
acquainted. Money is being spent 
on upgrading dingy factories, 
malting GEC a more attractive 
place to work. Tbe dark corridors 
of the old Stanhope Gate head- 
quarters in London’s Mayfair 
have been replaced by new open- 
plan offices in Bruton Street. 
Peter Gersbon. who heads Mar- 
coni. says: “There are the begin- 
nings of a significant cultural 
change which will start to liber- 
ate a lot of hidden potentiaL” 

This has a long way to go 
before it penetrates the whole 
group - and cynics might say the 
Simpson approach is merely 
what a lot of other companies do 
already. Big strategic questions 
lie ahead, especially in defence 
industry consolidation. Will GEC 
tie up with British Aerospace, 
and what would be the next 
move after that? These will be 
the next tests for Lord Simpson 
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LUCY KELLAWAY 


It’s trendy, it’s smart, 
it’s corporate chic 

Taking random words from mission statements such as ‘growth* 
and ‘value’ seems to be the latest way to design annual reports 


Future. Focused. Value. 
Quality. Growth. The words 
are written in brilliant 
colours and splashed across 
tbe front of the an nual 
report of MascoTech, an 
industrial products 
company. Take note all 
fashion victims - this is 
corporate chic. 

You might think that the 
world of annual reports is 
not particularly fashion 
sensitive, but you would be 
wrong. Every year new 
trends emerge from the FTs 
annual report service in just 
the same way as they do 
from the Paris collections. 

A couple of years ago the 
trendy thing was to put a 
picture on the cover showing 
team work. Last year It was 
back to basics with plain 
pictures of the products. 

This year the smart thing is 
to plaster big words from the 
mission statement across the 
cover - making them more 
prominent than the name of 
the company itself. Thus 
Norfolk Southern declares 
“Many Faces One Vision", 
Hoechst simply states 
“Value", while Swiss 
Exchange says “Growth". 

This trend has little to 
recommend it Can you 
imagine any shareholder 
being Impressed by a word 
such as value or growth? An 
annual report 1$ meant to be 
a way of defining a 
company. By using one of 
these lame cliches a 
company only succeeds in 
looking just like everyone 
else. 

Still, s tanding out from 
the crowd for the sake of it 
Is not necessarily a good 
thing either. Belgacom, the 
Belgian phone company, has 
chosen a Magritte-style man 
in a bowler hat for the cover 
or Its latest annual report. So 
for so apt Magritte being in 
the very select club of 
famous Belgians. The 
Inscription above reads 
“This is not an annual 


report", which presumably is 
a reference to the Magritte 
painting of a pipe that says 
“Tliis is not a pipe". But as 
this really is an annu a l 
report the joke doesn't quite 
work. Maybe I am being too 
literal But what are annual 
reports if not literal 
documents? 

*** 

Still on the subject of 
humour and promotion, I am 
charmed to read that among 
the thing s Andersen 
Consulting was trying to get 
across In Its corporate jingle 
(“When a jingle becomes an - 
aural signature", July 2nd) 
was wit and Irony. Wit or 
irony from a consultant? { 
Surely not But I read in the 
papers the same day that 
Andersen Consulting is 
being sued for $500m in the 
US for allegedly screwing up 
the computer systems of 
FoxMeyer, now bankrupt 
The consultant naturally, 
denies everything, but one 
would think a sense of irony 
might well come in handy in 
dealing with tbe case. 

*■** 

Welcome back to everyone 
who has speit the last 


month flitting between 
Wimbledon. Henley, Ascot 
and Chelsea. Give or take a 
last visit to Glyndebotume, 
the season is over for 
another year. I trust you will 
all have a rest now: I know 
you have worked hard 
strengthening all those 
relationships with clients. 

I used to think the season 
was one long, shameless 
freebie, but I have been 
informed otherwise. Last 
week I met a leading figure 
in British business who told 
me he didn’t enjoy these 
events, but he went because 
the clients expected it He 
saw it as part of the job. 

Let us hope he was lying - 
that he was pretending not 
to enjoy these shindigs in 
order to fend off the attack 
that be was a fat cat living it 
up at his shareholders' 
expense. If he was telling the 
truth he is a very silly man 
indeed. First anyone who is 
bored by all of these thing s 
Is too narrow to be running 
a big company. Worse, a 
leader who cannot set the 
tone by doing only what he 
thinks worthwhile Is doubly I 
at fault And if he really 
hates it all, he will have 
done no good in building any 
relationships, as the clients 
can't have enjoyed 


themselves much if their 
host was longing to get back 
to the office. 

* * * 

Ever enjoyed a business 
school seminar so much that 
you’ve wanted to relive 
those happy moments again 
and again? No? That's a pity. 
Ln&ead has come up with the 
brilliant idea of selling 
videos of presentations by its 
faculty members. For 
example, you could own 
your own copy of Warning 
Together urith Services. 
which comes in two volumes 
and casts $1,398 the pair. 

Another non-bargain is the 
new video from the BBC. It 
has simply collated 19 clips 
from its comedy series The 
Brittas Empire, assembled 
them into a 38-minute video, 
run off a booklet for the 
trainer and is char ging £195 
plus VAT for the privilege. 

Probably, the BBC and 
Insead will find many takers 
for their overpriced 
offerings. Indeed, tr aining 
paraphernalia Is one of the 
few markets left in which 
ludicrous profits can still be 
made. All com pani es have 
big training budgets, and a 
video is always cheaper than 
a living, breathing 
facilitator. Nice work if you 
can get it 

tucy. kellmrnimFT. com 
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Sweet sucking is J cannot \ 
still most popular ^ 
cure for earache npifc 


cannot get commarciaRy 
viable landing and takenoff 
stats at the UK airport 


More than one in five air 
traveMers suffers discomfort rn 
their ears because of changes 
in pressure, a survey shows. 
The most popular remedy, 
used by 74 per cent, is to 
sue* a sweet Almost half 
pinch their nose and breathe 
hard with their mouths dosed, 
while 37 per cent try yawning, 
and 25 per cent press their 
hands to their ears. Ten per 
cent take pain kWere. 7 per 
. cent use earplugs - and 5 per 
V cent do nothing. The research 
was conducted by NOP on 
behalf of UK-based Cirrus Air 
Technologies, which makes a 
sffleone ear plug with a 
ceramic pressure regulator 
that, it claims, may reduce the 
problem. 

BA’s service to 
Denver delayed 

British Airways' planned 
scheduled service between 
London Gatwick and Denver, 
Colorado, appears unBkety to 
get off the ground before 
November. The airline hoped 
to start daily flights last month 
4' but was frustrated by delayed 
v approval from the US 

Department of Transportation. 
Behind the postponement ties 
a row about another planned 
transatlantic service, by US 
Airways, which wants to fly to 
Gatwick and its hub at 
Charlotte, North Carolina. The 
American carrier complains it 
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BUSINESS TRAVEL HONG KONG INTERNATIONAL 


Cleared for take off into the 21st century 


Delta adds Lima 
to destinations 

Delta, the US airline, has 
extended its list of Latin 
American destinations from 
Atlanta with daily flights to 
Uma. it already operates to 
Sao Paulo aid Rta de Janeiro 
m Brazil and in April it 
launched services to 
Venezuela, Guatemala. 
Panama. Costa Rica and B 
Salvador. Eventually it plans 
to serve 20 cities in 17 Latin 
American countries, with 25 
flights a day - either on its 
own or with partners. 

O’Hare tops 
busiest list 

Chicago's O'Hare remains the 
world's busiest airport, but 
Atlanta's Hartsfleid « gaining 
ground. Statistics from the 
Geneva-based Airports 
Council International show 
that the number of 
passengers handled by the 
former rose by 1.6 per cent 
last year, while the latter saw 
an increase of 7.9 per cent 
International traffic at Chicago 
wes up 9.9 per cent against 
Atlanta's 13.7 per cent while 
traffic for domestic travellers 
was 0.7 per cent and 7.6 per 
cent Brussels saw Die 
sharpest jump in traffic with 
an increase of 18.4 per cent 

Roger Bray 


JTPJ’, This morning, at 6.80 local 
time. Hong Kong's new alr- 
» 3 port opened for business. A 

Cathay Pacific night was due to be 
the first commercial flight to chris- 
ten it half an hour later. 

Kai Tak. its downtown predeces- 
sor on Kowloon - known by pilots 
as “heart attack" because of the 
dangerous approach across residen- 
tial buildings - shot 12 hours 
before, effectively closing the 
island to the outside world. Over 
that period 10,000 consignments 
were due to be moved by road to 
Chek Lap Kok island. 35km from 


Central, the new home of Hong 
Kong international. 

The island has been flattened 
and land reclaimed, so that it Is 
now four times its original size and 
almost as big as Heathrow. 

Its centrepiece is the world's big- 
gest terminal building designed by 
architect Norman Foster. Light and 
airy with walls of glass, it is a vast, 
open-plan, nine-level building with 
vaulted roof. 

A shuttle train and moving walk- 
ways help with the 1.3km walk 
from one end of the terminal to the 
other. There are 286 check-in desks 


and a baggage hall with 14 carou- 
sels. The airport promises baggage 
retrieval will take 10-15 minutes 
and there are 8.000 free luggage 
trolleys. 

For Cathay Pacific, there are six 
dedicated gates and its own trans- 
fer desk. However, its nearby 
HK$200m (£78m) lounge, the size of 
a soccer pitch, will not he ready for 
customers until mid-August. But 
the joint Qantas/British Airways 
lounge is open from today. 

There are 141 shops and travel- 
lers can also choose from 25 food 
and drink, outlets. 


BUSINESS TRAVEL GEORGIA 


Piping good tourism 


The former Soviet republic has a lot to offer the 
visitor, reports Stewart Dalby 

TJ P'* An assassination attempt In close to Baku, the Azeri capitaL 
*>•1 February on Eduard Shev- These fields might contain 8bn bar- 
* 3 ardnadze. the president of re Is, but the problem is getting the 

Georgia, underlined that the for- oil out 

mer Soviet republic is not totally The best thing would be to ship 
stable. But it also showed, per- the oil through Iran to the Gulf, 
versely perhaps, why this Cauca- But the US government disco ur- 
sian country of 5m people is a mag- ages investment in Iran, 
net for business travellers. There is a pipeline into Russia 

The second attempt in five years that goes through Grozny and to 
on the life of the ex-foreign secre- the Black Sea. The Russians want 
tary of the Soviet Union was all to to see this expanded, but the US is 
do, he has claimed, with elements trying to encourage distance 
in Moscow jealous of the country's between the republics and Russia, 
success in securing the first oil Armenia is ruled out because it is 
pipeline from the Caspian Sea. effectively at war with Azerbaijan 
When Georgia gained indepen- over the Arm enian enclave Nag- 
deuce with the break-up of the orno Karahakh within Azeri bor- 
Soviet Union in 1991, like many of ders. 

the former republics. It burst into This makes Georgia the best bet. 
ethnic violence and economic free- The Georgia Pipeline Company, 
fall. On his return in 1992, Mr which is an offshoot of the AIOC. 
Shevardnadze managed to calm the has constructed a 950km, S315m 

ethnic conflicts - if not completely 

resolving the problems in „ 

Abkhazia and South Ossetia With Georgia IS the ideal 
violence lessening, the economy 

began to return to normal. COndUlt fOT Oil fTOVTl 

Georgia is not a rich country - . 

gross domestic product per head is the Caspian Sea 

$700 (£437). It is largely an agricul- 

tural economy. But it is the ideal 

conduit for oil from the Caspian pipeline across Georgia startii 
Sea. Since 1991, Azerbaijan in par- Baku and finishing in Bapu oi 
ticular has welcomed international Black Sea. This can carry 20 
oil companies and has started to barrels a day. John Brown 1 
exploit the oiL neers and Constructors, the Bi 

There could be 7Dbn barrels of oil company now owned by Non 
in the Caspian. A 12-group consor- Kvaerner group, was lead man 
tium, called the Azerbaijan Inter- This so-called “early oil” ; 
national Oil Consortium, which line, as well as supplying . 
includes Exxon and British Petro- gives Georgia Sam a year in i 
leum. is lifting oil from three fields revenue. There are plans f 


Georgia is the ideal 
conduit for oil from 
the Caspian Sea 


pipeline across Georgia starting in 
Baku and finishing in Bapu on the 
Black Sea. This can carry 200,000 
barrels a day. John Brown Engi- 
neers and Constructors, the British 
company now owned by Norway’s 
Kvaerner group, was lead manager. 

This so-called "early oil” pipe- 
line. as well as supplying jobs, 
gives Georgia SSm a year in tariff 
revenue. There are plans for a 


Kai Tak had become outdated: 
some 350,000 people lived under its 
flight path so curfews restricted its 
operation. With only one runway 
and eight gates, it was at satura- 
tion point with 30m passengers 
using it each year. Chek Lap Kok 
can operate 24 hours a day and. 
although opening with one run- 
way. a second opens along the 
waterfront in November. 

There are 38 aircraft gates, with 
a further 10 planned. It can cope 
with 35m passengers and will han- 
dle an estimated 87m a year by 
2025. 


Passengers can travel to the air- 
port via the Airport Express Train 
link, which takes 23 minutes from 
Central. 19 from Kowloon. Taxis 
cost HK$300 including tolls from 
Central. The airport bus is HK945. 

Chek Lap Kok represents Hong 
Kong's attempt to be the hub for 
Asia in the 2ist century. Malaysia's 
airport opened quietly last week in 
Kuala Lumpur. The £1.4 bn project 
is the world's largest airport and 
will Include a hotel. 

Gillian Upton 


main pipeline from the Caspian, 
and Georgia is being considered. 
Robert Moore, vice-president and 
resident manager of the Georgia 
Pipeline Company, says this route 
could carry up to 2m barrels a day. 

The cost of bail ding such a line 
would be between $2bn and $3bn. 
and tariff income to Georgia would 
be $20Qm a year. 

Does this mean that droves of 
international businessmen are 
beating a path towards the capita]. 
Tbilisi, to invest in everything 
from satellite phone systems to 
ship repair as they did after the 
collapse of f-ommnwicm in Poland. 
Russia, and the former Czechoslo- 
vakia? Well, up to a point 

There are possibilities. The Brit- 
ish embassy says there is potential 
for power companies given the 
mountainous terrain. 

There is consumerism. Tbilisi’s 
Rustaveli Avenue, the main shop- 
ping area, has some gentle tea and 
book shops. 

Tourism could be a source of 
great revenue. Previously, about 
5m Russians used to visit Their 
destination was the Black Sea 
resorts that are now out of bounds 
because of the conflict in 
Abkhazia. 

However, Tbilisi is an attractive 
dty. In the countryside there are 
wonderful mountains and skiing in 
the winter. But the roads are bad 
and there are few hotels. 

The business traveller need not 
agonise about which hotel to stay 
in. There is only one international 
hotel in Tbilisi. The Metekhi Pal- 
ace is five-star and Austrian-run. 

There are also guest houses 
where you can board as one of the 
family, sharing meals. 
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Business magnet: old TbSa, with traditional baths in the foreground Panes 

Useful information 

British Embassy, Tel: 00 995 32 days and costs S23. Recommended 
995497. Office of the European Jabs: hepatitis A. typhoid, rabies. 
Union, 00 995 32 999602. Metekhi Long stay: polio, tetanus and 

Palace Hotel. 00995 32 380003. diphtheria. The Georgian Embassy 

Visas can be obtained from also recommends a meningitis shot 

country of origination. London: British Airways through its 

Georgian Embassy, 3 Homton Place, franchisee British Mediterranean flies 
London W8 4L1 , 01 71 -937 8233. fax; to Tbilisi three times a week. 0345 
0171-938 4108. It takes two working 222111. 
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A Renaissance Person 
expects a hotel 
stay to be a reward in 
experience. 
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(Earning points is a good start, 
don’t you think?) 










Now you can earn Marriott Rewards ” points toward free holidays at participating 

Renaissance Hotels and Resorts worldwide. It’s just one of the ways we try to make your stay at 
a Renaissance truly special. You see. we take guest satisfaction very, very seriously. 

«ft VL arnOtf R E .yy ARDS 1 " H-s the essence of Renaissance Hospitality:” It means if you make a request, it is 

- wl0US , y attended to. No matter what. At Renaissance hotels, yo-j’il enjoy superb dining, 

comfortable accommodation and a warm, inviting atmosphere. At over 70 locations in 23 countries. 

And now you earn Marriott Rewards™ points at participating Renaissance Hotels and Resorts worldwide. 

A Renaissance experience is always a rewarding one. Now, more than ever. 

It's time for a Renaissance. 



RENAISSANCE, 

HOTELS AND RESORTS 


Asia: Australia: 1 800 222 431 New Zealand: 0 800 441111 


Hong Kong.- 2525 9965 Indonesia; GO! 800 352 2434 Tokyo; 
81 3 5405 1511 Japan: 0120 222 332 Malaysia: 800 7705 
Singapore: 800 852 3124 South Korea-. 0078 £52 1 2436 Taiwan-. 
0800 85 5316 Thailand: 001 800 £52 2435 Grape: Austria: 
0800 201 386 Israel: 177 44M47= Spain: 900 98 89 17 Portugal: 
0505 44 !1 07 Englarri: 0800-121737 Ireland: 1SOO-2526J7 


Switzerland: J 55-2530 Sweden: CCO 795107 Denmark: 800-10113 


Norway: 800-11022 Finland: 9000-14423 Germany: 0130-212340 
France: 0590-6540 Belgium: 0800-13219 Netherlands: 


06-0227337 Italy: 1678-72090 Hungary: 00800-11914 


Luxembourg: 0800-2270 Internet rena'ssanrehctets.com 


Renaissance Locations 


Asb-ftcffte China: Hong Kc-ng i?) • India.- Goa ■ Japan: Gifu. 
Nantfo. Okinawa, Sapporo. Tokyo • Korea. Seoul • Malaysia: Kuala 


Lumpur v2l. Mebka. Sandsfcan » Myanmar: fangon • Philippines. 


Manta • Vietnam: Saigon 12) • United Arab Emirates: Dubai • 
Australia: Sydney • Enrapct Austria- Vienna £/. Salzburg ■ Czech 
Republic- Prague • France-. Fans • Germany: Cnemma Dnueldxf. 
Hamburg. Hadelburg. Karlsruhe. Cdcgne. Laps; Munch • Russia. 


Moscow • Swrtzeriand: Zurich • The Netherlands- Amsterdam ■ 


United Kingdom. London • Turkey: Anotya, Istanbul • Middle East 


Egypt: Aieur*3na • Israel: Jerusalem * North America: Arizona: 
SoStadSle • California.- Indian Wells. lbng Beach. Lra Ar-geres. San 


Francisco 121 • Colorado: Denver ■ Washington. D.C >2) • Florida 


Orlando (2). Si PeliKDurg ■ Georgia: Afonta -.3.'. Lite Lamer • 
Hawaii. Mam • Illinois. Chicago. Oaf Brook. 5p>ingfiela • Maryland: 


Baltimore • Massachusetts: Braun • Missouri: St. Lout • New York: 


Near ’rork. While PLams ■ Ohio: Cleveland • Tennessee: Nashvaie • 


Texas: Austin. Dallas (2). Houston • Washington: Sean's- • Canada. 


British Columbia: Vancouver * Ontario; Niagara Falls ■ 
Sooth America: Brazil: Sao Paulo » CariUem Dominican Republic: 
Santo Domrngj • Grenada: SL George's * lama>ca: 'jcho Rms • 
U.S. Vagin Islands: a Thomas 
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This E-CD version of James Taytor's Hourglass album doesn't nun out when the music does 

TECHNOLOGY UPDATE: ENHANCED CDs 


Lydia van dar Meer 


E-CD gets over the hiccups 

George Cole on the false start and promising recovery of a medium and a market 


Then: lFhen the concept of 
the Enhanced CD (E-CD) was 
introduced some five years 
ago. there were high hopes 
that it would spawn a new 
and profitable market. 

An audio CD stores music 
as computer data, but there 
is no reason why this data 
cannot also represent text, 
pictures, graphics and vide*?. 
A music CD typically lasts 
for about 50 minutes, leaving 
some 24 minutes or 200 
megabytes of data free. 

It was the idea of adding 
extra material - such as 
song lyrics, artists biogra- 
phies and pictures - to this 
free space that led to the 
E-CD. Its launch coincided 
with the increasing popular- 
ity of home PCs. and many 
domestic computers are mul- 
timedia machines equipped 
with speakers and CD-Rom 
drives. An E-CD plays music 
in a conventional audio CD 
player, but when the same 
disc is placed in a CD-Rom 
drive, users can access the 
extra material. 

But technology conspired 


against the E-CD. Several 
methods were used to add 
data to a music CD and 
many CD-Rom drives were 
not able to read the discs. 
When The Roiling Stones 
released an E-CD called 
Stripped, thousands com- 
plained about the discs fail- 
ing to play on their comput- 
ers. Many music companies 
abandoned the format. 

“The Enhanced CD was a 
good idea with a hiccup." 
says David Stebbings. 
vice-president of an interna- 
tional steering committee 
formed by the Record Indus- 
try Association of America 
(RIAA). 

Now: Confidence is slowly- 
returning to the Enhanced 
CD concept, and some music 
companies are even linking 
music CDs to the internet 
fa 1995. Sony . Philips. 
Microsoft. Apple Computer 
and the RIAA established a 
new E-CD format known as 
the CD Blue Book standard. 
This puts the music data in 
the first portion of the disc. 


and then adds a second data 
portion. E-CD developers and 
CD-Rom drive manufactur- 
ers were encouraged to make 
their products compatible 
with it Microsoft added spe- 
cial software to its Windows 
95 operating system that 
enabled PCs to play Blue 
Book discs. 


‘Companies can 
add enormous 
value to a CD by 
an enhanced 
section’ 


“There have been a few 
CD-Rom drive problems with 
the Blue Book standard, but 
the newer drives can read 
the discs." says Keith 
Thomas, a technical consul- 
tant at EMI Music. Christina 
Schoenleber. web develop- 
ment and new business man- 
ager at Abbey Road Interac- 


tive in London, says: 
“Enhanced CDs didn't take 
off because of the compati- 
bility issues, but they are 
picking up again". 

Abbey Road Interactive 
has developed about 30 
E-CDs. in the jazz, classical 
and pop genres: “You have 
to see the Enhanced CD as a 
promotional tool", adds Ms 
Schoenleber. In May. the All 
Saints* Under the Bridge 
became the first E-CD to 
reach number one In the UK 
singles charts. "Record com- 
panies can add enormous 
value to a CD by adding an 
enhanced section." says 
Samantha Harvey, creative 
director at Abbey Road 
Interactive. “It's difficult to 
say if an Enhanced CD 
prompts people to go out and 
buy CD singles at this stage, 
but we've had a great 
response from end-users.” 

Sony Music has also kept 
faith with the E-CD and has 
launched about 70 titles in 
the US. The company has 
now taken the E-CD concept 
further. Several music com- 


panies have added internet 
software to their music CDs. 
which takes users to a web 
site related to the artist. 
Sony's ConnecteD system 
gets users to pat a music CD 
in their computer's CD-Rom 
drive and then log on to a 
web site linked to the title. 

This sammer. Sony will 
launch a ConnecteD site 
related to the classic jazz 
album Kind of Blue from 
trumpeter Miles Davis. Users 
will be able to access photo- 
graphs, essays and other 
information related to the 
disc. They will also be able 
to download software that 
lets users control the music 
CD from their computer. For 
example, it will be possible 
to read a transcript of a solo 
on the computer screen and 
play back the same section 
from the music disc. 

Sony says the advantage 
of ConnecteD is that interac- 
tive developers are not 
restricted by the amount of 
spare disc space. The 
Enhanced CD was an idea 
before its time, but the signs 
are that it is finally coming 
of age. 



TIM JACKSON 

ON THE WEB 


The right notes 


A new site that allows users to place 
an instant order for foreign currencies 
has plenty of potential 


Many of the web businesses 
covered in this column have 
a common aim: to replace 
inefficient distribution 
systems, the idea is that if 
goods can be shipped 
directly from supplier to 
consumer without being 
held at a large number of 
intermediate points along 
the way. then a web 
business can make profits 
while its customers still save 
money. 

That model has been 
implemented for a lot of 
goods, ranging from 
computers to Baroque music 
scores. But one company - 
DirectFX of Stamford. 
Connecticut - has 
implemented it for money 
itself. 

It is a clever idea. At 
present, many banks 
worldwide keep floats of 
foreign currency notes 
which either gather dust in . 
the vaults earning no 
interest, or are expensively ' 
shipped back and forth. How 
much more sense it would 
make to have a single web 
operation, that keeps only 
one inventory of banknotes 
but serves hundreds of 
thousands of customers. 

That Is what DirectFX a 
company operating some 30 
foreign-exchange kiosks at 
tourist spots in Britain, has 
done. Its web site, http:U 
utwwjdrdgn-cumncy.com, 
allows you to choose one of 
22 currencies and to make 
an instant order for 
banknotes. The transaction 
is billed to a credit card, and 
the notes are shipped to 
your credit-card billing 
address, which must be in 
the US, by registered post 
My first reaction on 
hearing about the service 
was that it addresses a 
demand that is doomed to 
decline As credit cards 
become more widely 
accepted and banks sign 


more roaming agreements 

between their cashpoint 
networks, it is increasingly 
easy to travel without any 
foreign currency at alL 

But Charlie Morris. 
DirectFX’s Internet 
marketing consultant, 
argues that plenty of 
Americans are less daring. 
Some are too busy to queue 
at the airport bureau de 
rhangiy others are worried 
they may be unable to find 
cash when they need it. “If 
you were scheduled to arrive 
in Zimbabwe at 3am, would 
you really want to count on 
being able to obtain local 
currency in the airport?" he 
asked in a recent e-mail. 

The DirectFX web site is 
unexceptional Consisting of 
only a few pages, it lists 
currencies with wartririni 
flags, and invitesyou'to 
enter the amount in dollars 
ydu want to change. A' •; ’ 
secure page then comes iip 
showing the total bill; 
inviting you to give your, 
credit card details and 
address. v 

The sending of the money 
by registered mail in two to 
five days is handled bya 
bank in New York with.; 
which DirectFX has an ; 
agreement. 

It sounds like a licence to 
print money. But the 
company may have same 
difficulty in getting the 
printing machine going. 

First, the charges may be too 
high. DirectFX quotes a 
service charge of $15 (£9). 
plus another $10 for 
overnight delivery. When its 
pound-dollar exchange rate 
is as high as $L82 - as it was 
when 1 checked last Friday - 
most customers mil find the 
service more expensive than 
the average airport kiosk. In 
my view, web businesses 
need to offer customers a 
substantial price break to 
encourage them to do 


business online The 
forethought required to get 
your banknotes from 

DirectFX is finely balanced 
against the inconvenience of 
queueing in a foreign 
airport 

Only 22 currencies are on 
instant offer. For other 
currencies you have to send 

an e-mail for a quote. 

Morris will not reveal how 
much business the site has 
done since opening in 
March. When l tried out a 
couple of dummy 
transactions, the; came out 
as numbers 1500 and 1501 - 
so my guess is that the site 
has done 750 exchanges, 
implying cumulative 
commission revenue of 
$11,250 to date. 

The outlook is more 
promising on marketing. 
Morris says that DirectFX 
has signed up 50 “affiliates", 
partners who link to its web 
site and receive $L50 for 
each customer wbo changes 
money there. He also cl aims 
to be close to signing a deal 
with a big internet search 
engine, whose site receives 
tens of milli ons of hits a 
month. The search engine 
will receive bounty 
payments from DirectFX 
that are higher than $1.50. 
he says, but only due on the 
customer's first transaction. 
That sounds a good deal: 
many portal sites would ask 
for a slice of recurring 
revenue, rather than merely 
the customer’s first 
transaction. 

In short, the new service 
looks only moderately 
impressive. But a search on 
Yahoo! foiled to turn up any 
competitors. Many of the 
slickest and most effective 
e-commerce operations today 
looked amateurish when 
they started a couple of 
years ago. If competitors are 
slow enough coming in. 
DirectFX may well learn to 
produce a truly compelling 
service and make money 
from it_ 

trrnjocksoruapobox.com 




BUSINESS EDUCATION HARMONISATION 

The euro of 
qualifications 


FRANCE'S GRANGES EC0LES 


A degree of equality 


Della Bradshaw 

on hopes for a 
Continent-wide 
standard 

] In the late 1980s, in 
I the heyday of Euro- 
pean harmonisation, 
two European business 
schools decided to produce 
management training's 
answer to the euro - one 
management qualification 
with a common currency 
throughout Europe. 

They devised the Cems - 
Community of European 
Management Schools - mas- 
ters programme. 

Although the success of 
the Cems masters pro- 
gramme has been eclipsed 
by American-style MBA pro- 
grammes in Europe, the 
organisation is now working 
hard to establish its brand. 
“What we have achieved is a 
standard of quality across 
Europe." say's Nicole de Fon- 
taines. executive director. 

Although the participat- 
ing schools have considered 
changing the name of the 
programme to an MBA they 
have opted instead to differ- 
entiate the Cems masters 
degree. Unlike an MBA. it 
does not require partici- 
pants to have any work 
experience, although a com- 
pany internship is part of 
ttae programme. By the end 
of the coarse all graduates 
most speak three languages. 

A typical graduate is Jane 
Beausire. After finishing a 
four-year marketing degree 
in New Zealand she studied 
for two years at Hec, in 
Paris, which included the 
Cems programme. She 
speaks English. French and 
Spanish and did an 
exchange with the Stock- 
holm School of Economics 


as part of the programme. 

The two founding schools, 
Esade in Barcelona and Hec 
in Paris, have been joined 
by 13 others. Including the 
Loudon School of Econom- 
ics. Bocconi in Milan. Eras- 
mus University in Rotter- 
dam and the Copenhagen 
Business School. This year 
universities in Warsaw. 
Prague and Budapest are 
included. 

Moreover, the Cems part- 
nership includes 50 compa- 
nies - such as ABB. Arthur 
Andersen. Shell. Siemens 
and Zanussi - which have 
both input to the pro- 
gramme and privileged 
access to the students, 
SmithKline Beech am, for 
example, has been a Cems 
partner since 1992 and this 
year will recruit four gradu- 
ates for its “Careers Sans 
Frontiers’ fast-track pro- 
gramme. The company cites 
the understanding of Euro- 
pean issues and the ability 
of the graduates to work 
cross-culturally as two skills 
they get in Cems graduates. 

Cems is essentially a four- 
or five-year combined under- 
graduate. or equivalent, and 
masters degree. At some 
universities - LSE is one 
example - the Cems masters 
comprises one year’s post- 
graduate study after a three- 
year undergraduate pro- 
gramme in management or 
other relevant subject 
The programme graduates 
250 stodents a year and 
there are already 1.500 Cems 
alumni in the workplace. 

At the moment the organi- 
sation is reviewing the cur- 
riculum and is also consid- 
ering whether to admit 
non-European schools. “We 
do not want to build a for- 
tress Europe," say's Ms de 
Fontaines. 


Andrew Jack on 

the unique problems 
of the French higher 
education system 

MR When is an MBA not 
IllIjN an MBA? That Is the 
question facing 
France's elite business 
schools as they are forced to 
adapt to the evolving 
national and international 
recruitment markets. 

One of the country’s lead- 
ing institutions - the Ecole 
Super ieure des Sciences 
Economiques et Commer- 
ciales (Essec) just outside 
Paris - is preparing a bold 
step this summer with the 
decision to start awarding 
MBAs to its students. 

Its action is partly an 
attempt to steal a march on 
its rivals in the highly com- 
petitive national educational 
market. It hopes to maintain 
the appeal of its courses to 
students, while boosting the 
value and perception of its 
degree to employers - partic- 
ularly non-French ones. 

At Essec students will con- 
tinue to follow the tradi- 
tional three-year course, but 
to receive an MBA in addi- 
tion to the existing Essec 
diploma, they will have to 
spend at least one year in 

work, of which at least six 
months must be abroad. 

The problem is that the 
leading French business 
schools are not like their 
counterparts in other coun- 
tries. To their advocates, 
they already offer the equiv- 
alent of an MBA. To their 
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tnally over two years - stu- 
dents study for the highly 
competitive entrance exams 
for the grand es Scales. 

The result is that while 
the successful graduates of 
the grandes ecoles are older 
than their peers who have 
gone directly to university, 
they remain students with- 
out any serious work experi- 
ence. As some teachers 
within the system concede, 
that means they lack the 


curriculum with the objec- 
tive of ensuring that the vast 
majority of students work 
for 15-18 months after the 
second year of teaching, and 
that the final year is pitched 
at graduate level. 

However, he is sceptical of 
his competitors at Essec 
attaching an MBA label to 
their degree. "I'm not sure 
what it means," he says. 
“There is no control over the 
title. If students arrive in 


the traditional pr£pa system. 

“The question is whether 
the grandes £coles can sur- 
vive at a time when educa- 
tion is being globalised," 
says Mr R a manantsoa. “It 
would be a more radical 
decision if Essec decided to 
abandon the prtp a system 
for entry." 

In feet, Mr Valin, head of 
Essec, hints at precisely 
that “We will reduce the 
number of students who 


detractors, they remain uni- enter via the pr6pa over the 


versifies - however presti- 
gious - for undergraduates. 

The French higher educa- 
tion system reflects the 
Republican idea of equality 
in its lack of academic selec- 
tion. Any student who has 
passed the baccalaur&at 


‘If students arrive in New York at 23 
or 24 and say they have an MBA, 
employers will think they don’t 
understand English very well’ 


coming years, while main- 
taining the standard," he 
says. He hopes to attract 
more students who have 
already worked. The chal- 
lenge wll) be balancing tradi- 
tionally strict academic 
entry standards against 
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("bac”) when leaving high - practical business skills. 


school in their late teens is 
entitled to attend university. 
The best students, however, 
do not go to universities, but 
to one of several "grandes 
Cedes". There is growing 
interest in the “ecoles de 
commerce", notably the 
Ecole des Hautes Etudes de 
Commerce (Hec). Essec and 
the Ecoles Superieure de 
Commerce. 

A good “bac" result is not 
enough. That simply helps 
win entry into the "piepara- 
toire" schools where - nor- 


greater personal maturity 
and professional knowledge 
of “true" MBA graduates. 

Bernard Ramanantsoa, 
head of Hec, argues that 
when some of Ins students 
go on exchanges to US busi- 
ness schools, “my colleagues 
don’t complain of any lack of 
maturity or work experi- 
ence". 

But - in a sign that 
employers are seeking more 
experienced recruits - he 
says he is modifying the Hec 


New York at 23 or 24 and say 
they have an MBA, employ- 
ers will think they don't 
understand English very 
well" 

To some extent, both Hec 
and Essec are caught in an 
awkward trap: they already 
offer MBAs “a I'americalne" 
For students typically in 
their late twenties who have 
already worked for several 
years, thereby implicitly rec- 
ognising a difference with 
those who enter younger via 


That leaves France's busi- 
ness schools with two 
broader questions: whether, 
as Mr Ramanantsoa argues, 
they should start to place for 
greater emphasis on continu- 
ing business education 
throughout individuals' 
careers. 

And whether, rather than 
mimicking the MBA of their 
rivals on the other side of 
the Atlantic, they should 
push farther for the creation 
of a distinctive "European- 
styie" MBA 



NEWS FROM CAMPUS 


Forum on 
Hie French 
Riviera 

The Theseus International 
Management institute in the 
south of France wiH be 
holding its annual forum on 
technology, society and 
alternative futures from 
October 7. The three-day 
forum will be held on the 
school's site in Sophia 
AntlpoHs, a few miles from the 
French Riviera. 

Issues under discussion 
wlU include the Impfi cations of 
European monetary union, the 
Aslan financial crisis, global 
competition for future 
technologies and societal 
trends and alternative 
futures. 

On the list of speakers Is Sir 
Geoffrey Allen, executive 
adviser at Kobe Steel in 
London, Herbert Ungerer, 
from the European 
Commission's competition 
policy unit in Brussels and 
Rory Knight, dean of 
Templeton College, Oxford. 
Theseus; www.theseus.fr 

Open and 
shut case 

Five MBA students from the 
Said Business School in 
Oxford scooped the European 
Business School's Case 
Competition organised by the 
European Case Clearing 
House, based at Oanfldd 
University. 

The Oxford MBAs beet a 

dozen other European schools 
to win the competition, which 
was sponsored by Gemini 
Consulting. The competition 
was organised to celebrate 
the 25th anniversary of the 
formation of a case clearing 
house In Europe. 

ECCH: UK, (0)1234 750903 

UK lottery 
sponsors chair 

The organiser of Britain’s 
national lottery, Cametot, is to 
sponsor a research chair at 
the University of Durham's 
Business School. The chair 
wiB be in global strategic 
management. 

Camelofs chairman. Sir 


George Russell, is a graduate 
of Durham University and was 
bom locally, in Gateshead in 
the north east of England. 

Durham: UK (0)191 374 2230 

Summer 
school 

While most business schools 
dose down over the summer 
months, IMD, in Lausanne, will 
be holding five short courses \ 
for eager executives. They 
include Strategic Finance, Job 
of the Chief Executive and 
Building on Talent. IMD' s 
three-week programme for 
young managers. 

IMD: Switzerland, 21 618 025 5 

Bradford bags 
Francis 

Following the surprising 
departure of David Weir as the 
director of its management 
centre, the University of 
Bradford, in the UK, has now 
appointed Arthur Francis to 
the post ^ ' 

Prof Francis. 53, is at 
present head of the 
department of management 
studies at the University of 
Glasgow Business School. 

Bradford: www .bradjc.uk/ 
indox.htmt 

Insead, in Fontainebleau, 
has appointed Dominique 
Heau to be the ABN Amro 
professor of global universal 
banking. Professor Heau is 
presently professor of 
business policy at insead. 
insead: www.lnsead.fr 

LBS honours P 
Psion head 

David Potter, chairman of 
Psion, which makes the 
band-held computer and 
which last month signed a 
deal with Motorola, Nokia and 
Ericsson to develop the next 
generation of wireless 
communications, has been 
awarded an honorary 
fellowship by London 
Business School. 

At the same ceremony Tony 
Wheeler, founder of Lonely 
Planet Publications, the 
back-pack travel guides. 
received the alumni 
achievement award by LBS. 

LBS.-www.fos.ac.uk 
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INSIDE TRACK 


MANAGEM ENT SUPPLY CHAIN REFORM 


* India’s scooter 
giant seeks US 
style kickstart 


Bajaj, the India-based motorbike maker, is 
modelling itself on General Motors as It 
struggles to compete, says Krishna Guha 


^ Bajaj Motor, India’s 
biggest scooter and 
motorbike mamzfac- 
turer. is struggling to shake 
off a strong challenge from 
Honda. Suzuki and Piaggio 
in its home market Supply 
chain management could be 
vital to its survival. 

The family-owned com- 
pany, which lacks the tech- 
nological resources of its 
competitors, has to compen- 
sate by watching its 
expenses. “We must remain 
the lowest cost producer in 
the world," says Rahul Bajaj. 
chairman. 

But no matter how hard 
Bajaj tries to control costs 


and improve productivity at 
its plants near Pone, In west 
India, the incremental 
savings per unit are a sliver 
of the sale price of its bikes. 

This is because most of the 
costs are incurred before the 
components enter Bajaj' s 
factory gates. "In-house 
costs make up about ID to 12 
per cent of the sales price," 
says Sangiv Bajaj, Rahul 
Bajaj’ 3 younger son and gen- 
eral manager of corporate 
finance. 

Advertising and distribu- 
tion costs account for a fur- 
ther 3-1 per cent. By con- 
trast. "about 65 per cent of 
the sales price comes from 


‘In-house costs 
make up about 
10 to 12 per 
cent of the 
sales price' 

Sangiv Bajaj, general manager 
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GILLIAN TETT 

FILE FROM TOKYO 


Bridges over 
troubled waters 


Japan has embarked on another round of 
public spending. Dams and new roads are 
being built in remote regions in an attempt 
to stimulate the economy 


The first time I saw the 
bridge 1 was stunned. There 
it stood, spanning one of 
Japan's remote mountain 
valleys, a veritable triumph 
uf modem architecture. 

It had on elegant Zen 
simplicity. Sparkllngly new. 
with stunning white 
pinnarles. this was a bridge 
to beat all bridges - or so I 
thought having just arrived 
from the world of shabby 
British infrastructure. 

But iu subsequent 
weekend trips to the 
mountains. I noticed 
something odd: the bridge 
was usually deserted. There 
was only a hamlet on the 
other side of the gorge. And 
there were actually two 
other bridges just down the 
road. So why. I wondered 
idly, had they decided to 
build a bridge here at all - 
let alone such an expensive 
one? 

A year later, the answer is 
clear. This bridge near 
Minakami in Gunma 
province is no ordinary 
bridge. It is not even a 
bubberu bridge fwbat the 
Japanese call the lavish 
buildings erected during 
the ill-fated “bubble" 
era). 

Instead, this is a 
“stimulus" bridge. More 
specifically, it is one of 
hundreds of public projects 
built courtesy of the 
Y75.000bn <£3lSbn) spending 
packages that have been 
unveiled since 1992 in an 
attempt to boost the 
economy. 

This YJo.OOObn has not 
delivered sustained growth. 
But the spending pile is 
swelling anyway. And under 
US pressure, Tokyo has just 
unveiled another Ylfi.TOObn 
"stimulus" package - with 
another estimated Y8,000bn 
of public spending. And 
since the taxpayers still 
show little sign of revolting, 
the only guessing game now 
is what new public follies 
will Y&OOOb'n produce? How 
many more bridges can a 
country such as Japan 
take? 

A lot. Japan has been 
building a 160km of new 
bridges a year - excluding 
motorways - since 1932. It 
also got through 7&.6m 
tonnes of concrete fa feat 
that leaves Japan dubbed 
the daken kokka - concrete 
state). 


But an additional Yl ,2361m 
is earmarked for new roads 
this year in the national 
budget - and Y671bn for 
sewerage and Y55ibu for 
“river improvement”. This 
Includes more dams, on top 
of 120 already planned. It 
also includes a Japanese 
favourite: concreting river 
beds. 

Urban areas will 
apparently get only Yl5Bbn 
of this construction ministry 
pot. But this does not 
include the other vast sums 
that have been given to local 
governments or other 
ministries. Central Tokyo, 
for example, has 168 main 
roadworks under way. “You 
can tell they are starting the 
stimulus package - just look 
at the traffic jams,’’ points 
out Richard Jerram, an 
economist. 

To its credit, Japan is not 
accepting this Keynesian 
orgy entirely quietly. The 
newspapers have been 
gleefully detailing just haw 
wasteful many of these 
projects are. 

The favourite "scandals” 
of the Asahi Weekly , to c ite 
one example, are a Y237bu 
flood control project In 
Isahaya Bay, a YlObn airport 
in Kumamoto, and a Y700m 
hike castle in Gifu (which is 
positively cheap at the 
price). 

Some bureaucrats are also 
critical. One of the saddest 
elements about Japanese 
policy is that this is not a 
country rushing blindly into 
its mistakes: many officials 
know exactly how wasteful 
many projects are. 

"Building more roads and 
liamB in (rural areas like) 
Hokkaido is crazy," admits 
one senior bureaucrat in 
charge of some public parse 
strings. “They will only be 
used by badgers and bears!" 

But politicians 
increasingly call the shots In 
Japan. And with an election 
looming, pork-barrel politics 
dominates policy, 
particularly since the rural 
vote has several times the 
urban weight. 

Furthermore, Japan's 
twisted economic structure 
mwitut that building bridges 
does have a powerful logic. 
The country has 600,000 
construction companies, or 
an average of 2,000 in each 
single-seat constituency, 
according to the Yomiurl 


newspaper. Most are 
miniscule. Some 40,000 of 
these have apparently been 
created since the bubble 
bum. 

Furthermore, building 
Japanese bridges is 
apparently a labour 
intensive job. Tokyo’s 
roadworks, for example, 
often feature a 
battery-operated model of a 
man waving a stick to let the 
traffic pass. But they often 
also include a real man 
waving a stick to support 
the model - and another 
person supervising them. 

Thus at least 10 per cent of 
the work force is in 
construction (and an 
estimated 20 per cent of 
voters dependent on 
construction-related 
industries). 

“Even if you just get 
people to dig boles in the 
ground, you still get an 
economic boost,” Blsnke 
Sakakibara, the 
viceminister of finance for 
international affairs who 
was once known as Japan’s 
“Mr Yen", argues with 
Keynesian passion. Or, to 
put it another way, if Japan 
does not dig holes, the 
unemployment rate will 
soar. 

In economic terms, this is 
depressing stuff But the 
guilty truth is that it also 
makes life rather pleasant 
Or at least it is for 
expatriates who will not 
have to endure the ghastly 
cost for years to come. 

Japan, after all, has an 
infrastructure that is 
enviably dazzling in parts - 
particularly the parts that 
more market-oriented 
countries might ignore. 

Tokyo, for example, does 
not have a “bullet train" on 
the heavily used line to the 
airport (ft is rumoured 
because the government 
does not want to undercut 
the bus service and threaten 
bus drivers' jobs). But 
escaping from Tokyo's urban 
sprawl to Mlnakami’s 
sparsely populated and 
beautiful mountains on 
Friday night takes a 
mere ffi minutes on an 
awesomely efficient “bullet" 
train. 

Once up there, the roads 
are good, air is clear and 
forested mountains are 
beautiful (apart from the 
sadden shock of tripping 
over random concrete dams). 
Plus, of course, there is 
Minakami’s magnificent 
bridge -audits beautiful 

architecture unsullied by 
Intrusive cars. 
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costs outside our direct con- 
trol". This can rise to 75 per 
cent for new models. 

Bajqj has recently realised 
that further big cost savings 
are more likely to come from 
its supply chain than the 
manufacturing process. 

Sangiv Bajaj is heading an 
effort to introduce US-style 
supply chain management 
using General Motors as a 
model. It is a task for which 
he is well suited. A trained 
engineer, he went into the 
finance department because 
his elder brother, Rajiv, had 
already been groomed to 
take ova* the core manufac- 
turing responsibilities. 

"I am in the wrong job," 
he jokes. But in this 
instance , an glnwirtng exper- 
tise helps Mm to understand 
where costs can be trimmed. 

Baiaj. which produces 
1.3m vehicles a year, has 
about 900 direct tier-one sup- 
pliers. According to the GM 
model, it should have 80. 
Many of them are small, law- 
technology, family-run busi- 
nesses with poor productiv- 
ity and slack quality control 

“We need to identify who 
the good vendors are. reduce 
the number of vendors and 
give them a bigger share of 
the pie," says Sangiv Bajaj. 
Then, he adds, the company 
will try to negotiate lower 
prices for higher volumes. 

As in the case of GM. Bajai 
hopes to work with its sup- 
pliers to improve “quality 
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Bajaj has followed GM principles in dhwfing Its suppliers into different categories and has also outlined special issues for them to mfsw 


and reliability". The com- 
pany aims to help chosen 
suppliers invest in new 
equipment and improve pro- 
ductivity over the long term, 
bearing in mind "our future 
requirements". 

Bajaj has followed GM 
principles by dividing Its 
suppliers into different cate- 
gories: those that own spe- 
cialist knowledge and pro- 
vide it in the form of 
proprietary items such as 
headlamps; those that pro- 
vide model design parts on 
the basis of knowledge 
passed on by Bajaj: those 
that provide basic nuts and 
bolts hardware; and non-core 
product suppliers. 


It has also set out four 
issues to be looked at with 
Us suppliers: the “make and 
buy” decisions that deter- 
mine which products a cus- 
tomer buys, issues pertinent 
to each component sector, a 
vendor rating system, and a 
vendor integration . pro- 
gramme to introduce quality 
control systems used by 
Bajaj to its suppliers. 

But this is where the simi- 
larity with GM ends. “You 
can’t just use textbook theo- 
ries." says Sangiv Bajaj- “In 
India you hare to consider 
questions like labour and 
power supply." 

Unlike GM, Bajnj cannot 
afford to rely on only one 


supplier for a particular part 
because its operations would 
be paralysed if that suppli- 
er’s workers went on strike 
- a common occurrence in 
India's highly unionised 
manufacturing industry. 

Similarly, having just one 
supplier would be risky 
because its output could be 
disrupted by power short- 
ages, another regular occur- 
rence. It makes sense to 
have suppliers In different 
areas, since simultaneous 
power failures are less 
likely. 

Bajai also has to wrestle 
with problems such as 
India's poor roads system, 
which affects distribution 


and makes location Impor- 
tant Fewer Indian suppliers 
could shoulder the responsi- 
bilities GM puts on its US 
suppliers. There are also 
issues that relate specifically 
to components. 

“Two of our three suppli- 
ers of shock absorbers are 
subsidiaries of competitors." 
says Sangiv Bajaj. "Long 
term this is questionable." 
The company may opt to 
build up the third supplier in 
a relationship of “interde- 
pendence". 

Rationalising the supply 
chain will take several 
years. When it is completed 
Bajaj will still have far more 
suppliers than the GM model 
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suggests it should. Sangiv 
Bajaj talks of “200, 300 or 
400". though he says the 
company will decide a final 
figure “from the bottom up". 

B^jty hopes this will pro- 
duce cost savings and qual- 
ity improvements that will 
help compete against world- 
class products in an increas- 
ingly discerning market. 

It remains to be seen 
whether this will be enough. 
Bajaj will also have to match 
Honda and its other rivals in 
design, engine technology 
and marketing. But better 
supply chain management, 
while not a guarantee of suc- 
cess, is likely to be a neces- 
sary requirement for it. 



Best European research team 
Best French research team 
Best analyst 

Best food and beverages analyst 
Best energy analyst 
Best media analyst 

Best pharmaceuticals and cosmetics analyst 
Best retail analyst 


For the Gth year running, 

SG has been awarded the prize for the Best French 
research team as well as the prize of the Best 
European research team, for the first time 
within the context of the Agefi - SBF Bourse de Paris 
annual survey among 700 fund managers from 
Benelux, France. Germany, Italy. Portugal, Scandinavia, 
Spain. Switzerland, the UK and the United States. 


SG is the commercial 
and investment banking 
business of Societe 
Generate which ts 
regulated by the SFA for 
the conduct of investment 
business in the UK. 


SG's worldwide equity 
business offers 
a comprehensive range 
of services covering 
research, origination, 
sales, sales trading 
and derivatives. 
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WORLD CUP 


GERMANY 0 CROATIA 3 


Ageing comeback 
kids counted out 


As time and a dour Croatian side catch up 
with Germany’s veterans, Simon Kuper 
sees lean times ahead for Vogts’ team 


It was when the Germans 
went three goals down, with 
only five minutes and 10 
players left, that one began 
to doubt whether they would 
come back. 

They ended the game with 
four centre-forwards, no 
passer of class, and a team 
with an average age of 30. It 
was an unworthy farewell 
for the generation that won 
the World Cup in 1990- 
JQrgen Klinsmann, the 
captain, rushed past journal- 
ists after the game, too upset 
to speak. He. Jttxgen Kohler 
and Lothar Matthaus, each 
with more than 100 caps, 
will now retire from the 
national team, even if the 37- 
year-old Matthdus joked 
after the match: “Quit? Why 
would I want to do a thing 
like that?" 

Kohler said: “It has been a 
good time, but 1 knew it 
would end.” 

Thomas “Icke" HSssler, 
the tiny playmaker, and 
Andreas Kopke. the bear-like 
goalkeeper, have also proba- 
bly played their last match 
for the national side. 

The end was made even 
sadder by some crazy claims 
from Bertf Vogts, celebrating 
his 100th match as Ger- 
many's coach. He said the 
red card for Christian WOms 


bad swung the game - itself 
a fhlr point - but then went 
on to argue that Fife, the 
world football governing 
body, had for some reason 
hatched a conspiracy to get 
rid of the Germans. 

Vogts' team simply lacked 
the class to win the World 
Cup. and it will be at least 
eight years before they 
pocket this trophy again, to 
judge by the displays of 
some of their younger play- 
ers on Saturday night. Jens 
Jeremies has tunnel vision, 
and poor Woras needed his 
persistent fouls to contain 
Davor Suker. Germany 
played it dirty, and it was 
not enough. 

Yet for once one regretted 
seeing an underdog beat the 
Germans. At first glance, 
this Croatian team, which 
now meets France in 
Wednesday's semi-final, 
seems to have everything to 
please football romantics: 
playing in its first World 
Cup, representing a nation 
of only 5m, blessed with 
players such as Suker. 
Goran Vlaovic. and Robert 
Jami, who have at times 
paid their own airfares to 
play Tor their country. 

But the romantics should 
think again. The Croats have 
come to France chiefly to 


defend and dive for free- 
kicks: they have more in 
common with their Yugoslav 
colleagues than they care to 
think. And the vehement 
nationalism in which they 
specialise is not normally 

considered cute. 

The Croats sat back for 
the first 40 minutes on Sat- 
urday night, as the Ge rmans 
produced their best spell of 
the World Cup. They 
revealed at last that they 
can pass, and that in HSssler 
they have one of the least 
noted great players of the 
past decade. 

On eight minutes he went 
close with an instant volley 
from 35 yards after Drazen 
Ladle had strayed too far 
from his goal. But it was all 
over For Germany when 
Woms left the pitch, a look 
of horror on his face. Bad as 
his foul on Suker was. he 
would never have been sent 
off but for the striker's 
extravagant writhing. 

Vogts remarked on “the 
provocative way of the 
Croats, the way they enticed 
the red card". Matthaus 
added that Rune Pedersen, 
the referee, would have a 
“bad conscience" about this 
match. 

Fife yesterday said it was 
concerned about the preva- 
lence of diving and theatrics 
by players. “There does seem 
to be a little bit of an epi- 
demic of it at the moment," 
said spokesman Keith Coo- 
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MEXICAN WAVE 


Focus on victory: Croatia's Davor Suker (left) raises his amts In triumph after scoring whDe a fortam JQrgen KBnsmann wafts away Rautar 


per. “The referee has to stop 
it at the beginning or 
attempt to do so." 

Two minutes into first-half 
injury time. Jami moved 
into the space vacated by 
Woms and beat Kopke with 
a left-footed cross shot from 
20 yards. With 10 men and a 
goal down, all the Germans 
had left was their mystique 
as comeback artists. For a 
long time it seemed that that 
might suffice. On 57 min- 
utes, Ladic did well to save a 
left-footed half volley from 
Oliver Bierhoff after a Has- 
sler comer. 

Then, in the old Holly- 


wood phrase, Vogts 
“improved things worse". On 
69 minutes he brought on Ulf 
Kirsten as his third striker 
for HSssler. saddling Ger- 
many with a forward line 
they could not supply. Bring- 
ing on a fourth centre- 
forward. Olaf M&rscball. 
after 80 min utes, only made 
matters worse. 

Seconds after Marschall’s 
entry. Vlaovic scored with a 
right-sided replica of Jarai's 
goal. Five minutes later 
Suker performed a slalom 
through the German defence 
and slid the ball home. It 
was his 34th goal in 41 


games for Croatia, a strike- 
rate to shame Gary Lineker 
or Dennis Bergkamp- 

It was also the stake 
through the German heart 
this time they really were 
dead. "Deutschland, 
Deutschland, Auf Wiederse- 
hen," chanted the young 
Croat fans, many of them 
war veterans, while Croa- 
tia’s reserve bench spent the 
final minutes of the match 
jumping up and down arm in 
arm. 

Watching in the stands 
was Helmut Kohl, German 
chancellor for 16 years and 
up for election in September. 


He will have hoped that his 
a going team's demise is not 
an omen. - 

With him was another 
football fan Franjo Tudjman. 
the Croat president Before 
the World Cup Tudjman had 
visited his team in their 
training camp, reducing 
Miroslav "Ciro" Blaze vie, the 
cnar-h, to tears of happiness. 
Blaze vie has told Tudjman: 
"After you, I am the one who 
knows most about football." 

The president has revealed 
what he thinks his team will 
achieve by booking quarters 
in France until Monday, the 
day after the final. 


ARGENTINA MARADONA STAKES HIS CLAIM TO RESTORE NATIONAL FOOTBALLING FORTUNES 

Memory lapses and a call to arms 


HOLLAND 2 ARGENTINA 1 


Jimmy Bums in Buenos Aires reports on 
the nation's mood before and after defeat 


On the eve of Argentina’s 
game with Holland, one of 
World Cup football’s veter- 
ans. Matildo Fillol, sat in the 
middle of Buenos Aires' 
River Plate stadium and 
reminisced about the previ- 
ous World Cup encounter 
between the two countries. 

Fillol was the Argentine 
goalkeeper when his country 
beat Holland 3-1 in the 1978 
World Cup final in Buenos 
Aires - a controversial event 
that not everyone remem- 
bers with the same sense of 
nationalist loyalty as Fillol. 

"We played the final with 
the national flag engraved 
on our chests, full of heart 
and pride," he recalled. 

His words came to mind as 
I watched Saturday's game - 
courtesy of an Argentine 
television station - in Bue- 
nos Aires' most popular 
sports cafe, a block away 
from the cemetery where 
Evtta Peron Is buried. 

A passionate love of foot- 
ball mixed with national 
pride was only too evident as 
scores of men, women and 
children dressed in the 
Argentine blue and white 
colours chanted and bounced 
in unison with their country- 
men in Marseilles, virtual 
reality as much as illusion 
created by the giant screen 
do mina ti n g one side of the 
bar and confetti, and paper 
cuts showering down upon 
us from a mezzanine floor as 
the teams walked on to the 
pitch. 

In the run-up to the game, 
local media coverage of 
France 98 had been inter- 
rupted by images of Argen- 
tina 78. carefully selected to 


avoid more awkward memo- 
ries. and to inspire hopes of 
another victory. Of the many 
flashbacks of 1978, one 
raised emotions to fever 
pitch: Mario Kempes. the 
Argentine striker, sliding 
effortlessly in and out of the 
Dutch defence, with an 
extraordinary mix of flair, 
acceleration and sheer deter- 
mination. before giving 
Argentina a 2-1 lead in extra 
time and then helping create 
the third. 

Twenty years on, there 
were Argentines in the 
sports bar too young to 
remember what happened 
next the World Cup held up 
triumphantly by the Argen- 
tine captain Daniel Passa- 
rella. amid the euphoria of 
millions of Argentines and 
their no less delighted mili- 
tary president General Jorge 
Vldela. whom Amnesty 
International had con- 
demned for the torture and 
murder of thousands of “dis- 
appeared”. 

Last week in France, on 
the eve of Argentina’s match 
with England, Passarella. 
now the national coach, told 
a French journalist that he 
was unaware of the junta’s 
human rights violations 
when playing in the 1978 
World Cup. 

Similar memory lapses do 
not extend to the “Mothers 
of the Plaza de Mayo", the 
relatives of the disappeared, 
whose dogged campaign to 
gain justice for their off- 
spring resulted recently in 
the arrest and imprisonment 
of General Videla on a 
charge of "kidnapping" 
babies. 



Star loses and 
uses his head 


By Peter Aspden 


National glory: Argentina’s players celebrate theb World Cup victory on home sofl ki 1978 Allsport 


What really happened in 
the torture chambers near 
Argentina's football stadi- 
ums during Videla’s rule is 
likely to preoccupy future 
world historians rather more 
than Kempes’ goal in 1978 or 
the illusion of recreating a 
similar victory against the 
Dutch in France 98. 

But in the immediate 
aftermath of Argentina’s 
defeat on Saturday, the legal 
action against Videla was 
once again relegated to the 
back pages of Argentine 
newspapers. Instead the 
nation, which only days 
previously had seen its vic- 
tory over England as a cer- 
tain signal of its destiny to 
win the Cup once again, was 
struggling to come to terms 
with the cruel reality that 
they had been outclassed 


by the Dutch this time. 

Yesterday, the Inhabitants 
of Buenos Aires woke to cold 
winter rain, still musing as 
to whether things might 
have been different had Pas- 
sareila given his men the 
freedom of movement Cesar 
Menotti gave the Argentine 
squad in 1978, or included 
Claudio Caniggia. the Boca 
Juniors striker, in the 
national squad. 

Only Diego Maradona 
seemed to be in an upbeat 
mood, wasting little time in 
making his latest Jibe at his 
old enemy Passarella. The 
Argentine star - who was 
excluded from 1978 World 
Cup but replaced Passarella 
as captain in Mexico in 1986 
when Argentina also won 
the trophy thanks chiefly to 
his genius - blamed his 


country’s disappointing per- 
formance on a lack of inspi- 
ration and imagination. 

Commentating for another 
Argentine TV channel in 
France while he tries to 
recover from a long-running 
drugs problem. Maradona 
declared: “We didn’t know 
how to control and run with 
the baD. I think we’ve lost it 
as a national team unless we 
go back to our roots.” 

He added: “When I get 
back to Bueno6 Aires. I want 
the national football associ- 
ation to consider me as the 
new national coach." 

Perhaps, as they say in 
biglaterra. you should watch 
this space. 

Jimmy Bums is the author of 
The Hand of Gad: the unau- 
thorised biography of Diego 
Maradona. 


A moment of rank 
immaturity and a goal of 
the highest quality gave a 
gripping quarter-final 
between Holland and Argen- 
tina in Marseilles the memo- 
rable climax it deserved. 
The Dutch, drawing 1-1 but 
reduced to 10 men after 
Arthur Neman's expulsion, 
were beginning to wilt in 
the stifling heat when, with 
just two minutes to’ go, Ariel 
Ortega, balanced, poised, 
hill of invention, took the 
ball into their penalty area. 

He came up against 
defender Jaap Stam, and 
like a matador, Ortega 
teased, dummied, feinted 
inside, darted outside. The 
byline beckoned, there were 
men in the box. Instead, he 
dived over Stain's leg, hop- 
ing to win a match-winning 
penalty. Mexican referee 
Arturo Brizio Carter was 
not fooled. As he reached for 
his yellow card to caution 
the Argentine, the Dutch 
goalkeeper Edwin van der 
Sar loomed over Ortega to 
deliver his own judgment on 
the incident. 

Ortega not so much lost 
Ills head as brought it up in 
a vertical line to deliver a 
crunching nppercnt to van 
der Sar’s chin. Yellow 
turned to red, Argentina’s 
numerical advantage dis- 
solved in a petulant flash. 
New life breathed into Hol- 
land, while the Argentines 
visibly wilted at the pros- 
pect of another strength- 
sapping extra time period. 

But it was not required. 
Frank de Boer launched an 


immaculate long pass 
towards Dennis Bergkamp. 
The Arsenal forward’s con- 
trol was astonishing, consid- 
ering the tiredness he most 
have been feeling. One cush- 
ioned touch on his Instep, 
another to cat Inside 
Roberto Ayala, and a third 
to volley into the far comer. 

It was a spectacular, and 
just about deserved winner, 
earning the Dntcb a semi- 
final against Brazil an Tues- 
day. Argentina wID point to 
the two shots against the 
woodwork to Holland's one; 
to the high-class passing of 
Juan Veron and thrilling 
runs of Ortega. 

But Holland, as obdurate 
in temperament as they 
were precise in their attack- 
ing moves, had much the 
better of the second half, 
threatened only by a savage 
counter-thrust from Gabriel 
Batistuta who, released by 
Veron, thumped the ball 
against the post 
There is a crisp, satisfying 
exactitude about the Dutch 
game. It was evident in 
their 12th-minute opener: 
Ronald de Boer’s clipped 
pass to Bergkamp; a perfect, 
gently guided header into 
the path of Patrick Kluivert, 
who could not help hut 
score. 

Argentina's equaliser six 
minutes later was equally 
clinical: Veron slipped a per- 
fect pass through the Dutch 
offside trap for Claudio 
Lopez to pop the ball 
through van der Sar’s legs. 
Wim Jonk had already bit 
the post for Holland; Ortega 
replied in kind for Argen- 
tina. It was that even. 


Blow the 
whistle * 
on tide 
of tedium 


Something has gone too Ear 
in this World Cup and it is 
fogfr time Fife did something 
about it. The tackle from 
behind? Erratic refereeing? 
Players with dyed hair? 

No, the biggest threat to 
the beautiful game comes 
not from the pitch, but the 
stands. The Mexican wave, 
which has rippled around 
the stadiums of France 98 as 
at no other World Cup, has 
got completely out of con- 
troL 

Brewer's Dictionary of the 
20th century defines the 
Mittriran wave as an activity 
practised by sports crowds 
“when they are waiting for 
something to begin or have 
become bored with the event 
they are watching”. Those 
were the days. 

In this World Cup. crowds 
have indulg ed in the wave 
constantly, irrespective of 
events on the field. The mod- 
ern Mexican waver does not 
wait until the 70th minute of 
a 0-0 game. Waves have 
started in the first few 
moments of a game, after a 
goal has been scored, and ' 
deep into the second half of .w, 
a pulsating 2-2 tie. The ten- 
ser quarter-finals provided 
some relief. But how long 
before a wave starts during a 
penalty shoot-out? 

There is no use blaming 
the poor Mexicans. Those 
who have studied such 
things say the wave was first 
seen at the University of 
Washington in the early 
1980s. where cheerleaders 
would lead the crowd in a 
choreographed wave around 
the stadium dur ing breaks in 
the action at American foot- 
ball gamps. It gained its cen- 
tral American soubriquet 
when it somehow crossed 
the Rio Grande and arrived 
in time to make its debut on *7 
the global stage at the 1986 
World Cup. 

It seemed quite cute at tbe 
time, hut over a decade later 
it has become a curse. Tbe 
blame for the excesses of 
France 96 must, as ever, lie 
with the organisers. Too 
many tickets were sold to 
French fens with no great 
interest in the game. How 
else were -they, expected to 
entertain themselves during 
the football other than with 
Mexican waves? 

It is all part of the modem 
idea (again, originating In 
America) that the fens have 
to be as much the stars 
of the show as the play- 
ers. 

Yet the wave has not con- 
quered alL The heroes of the 
World Cup so far have been 
the wave refuseniks. At a 
first-round game between 
Yugoslavia and tbe US in 
Nantes, as each Mexican 
wave swept around the sta- 
dium a group of boisterous 
Yugoslav fans camped in one 
corner took malicious plea- £ 
sure in breaking tbe pattern 
by sitting down when the 
wave reached them. 

Boos and whistles rained 
down on them. Apart from 
when the waves came their 
way. the Balkan baddies 
spent the rest of the game 
standing, waving their arms 
in the air in a splendid dis- 
play of contrariness. Their 
team may not have been too 
impressive, but the Yugo- 
slavs were the fans of the 
tournament 

Patrick Harverson 
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While the Netherlands and Argentina 
kicked tke daylights out o f this hall, 
we helped sell lots of others unscathed. 


Tho Internet store designed and developed by EDS for the Coollt Franfafs d'Organlsatli 
lets yoo purchase World Cap tt balls, shirts, bats, yea name It. Instantly. 

just two months, EDS helped the Comite looking to create new distribution channels to 
Francis d'Organisation develop a global Internet reach your customers, call 44-181-754-4822 
skiretowtw/mil^nsofhnswithmiOThandisstli^ . Visit www.eds.com. And he sure to shop 
could buy instantly, 2A hours a day. If you're www.Btone.france98.com. 


^ A more productive wop of working 
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CSC a^asp pfkrrifem dr : 

j CfiWty-B^ttvoW GkSctechrrtfcft 

The; opera was : 

commtesfenad fair the 1951 . 

: Festive of -Britain, but went .. 


^ The nigfa t s were not exactly white. 
Even In the early hours of the 
morning, the midstuxuner sky was 
an Imperial blue - just like the 
Mariinsky Theatre's ceiling. As for 
the opera, the colour was unmis- 
takably red: it was Semyon Kotko , 

- Prokofiev's long-neglected hymn to 
Bolshevism. 

- But colour is not the point The 

- purpose of the Stars of the White 
. Nights festival is to present a kalei- 

doscope of the Mariinsky's best 
work, with a core of top Russian 
artists, at a time of year when St 
' Petersburg is at its most intoxicat- 
ing. The dty has always celebrated 
•' the summer solstice, but until 1992 
the White Nights had been a loose, 
local festival of popular arts. Since 
. then, it has become the Himav to 
the Mariinsky’s season, with 
Valery Gergiev, the theatre's artis- 
tic director, as its prime motivator. 

' Tor Russians, it offers a chance to 
revisit the latest opera and ballet 
productions, alongside perfor- 
mances by distinguished guests: 
this year’s contingent included Pla- 
ddo Domingo and Gidon Kremer. 

Just as important Gergiev wants 
the world to come and see the Mar- 
' husky at home, and the White 
Mghts festival is the perfect oppor- 
tunity to do so. Only when you 
experience the company in its own 
theatre, with its distinctive acous- 
tic and historic ambience, do you 
begin to understand the diversity 
of its work, the depth of its artistic 
resources, the strength of its tradi- 
tion and the motivating power of 
its leader. The festival Offers a far 
wider perspective than can be cap- 
tured when the company tours 
unde r its Communist brand-name, 
the Kirov. 

ln the space of four days, I 
attended the St Petersburg premi- 
ere of Balanchine's Tchaikovsky 
Sertnade, a semi-staged La tra- 
xtiata , . a Wagner gala with: 
Domingo, a folly-staged Da- fluff- 
aide Hollander and a concert per- 
. fomnance of Semyon Kotko. If I had 
arrived a few days earlier! could 
have taken in Mazeppa and Prince 
Igor. II I had stayed a few days 
longer, Z would have caught the 
first night of Shiah Moshinsky’s 
new production of La forxa del des- 
tine, with Galina Gorchakova and 
Gegam Grigorian in loading roles. 
Simultaneously, St Petersburg’s 
second opera company was per- 
forming Iolanta and other tantalis- 
ing repertoire. 

What hits the first-time visitor is 
the Mariinsky's extraordinary 
set-up. Everything takes its cue 
ftom Gergiev's adrenalin-filled 
spontaneity on the one hand, and 
Russian tradition and anachronism 
on the other. The Traviata I 
attended had been scheduled at 
just three days’ notice, to give a 
-rising young soprano a chance to 
work herself into the role; the deci- 
sion to tackle Semyon Kotko, 
unperformed In Russia since the 
1960a, was taken only she weeks 
ago; none of the performances 
started or ended on time, and you 
could get tickets at the last 
moment for all except for the 
Domingo gala. 

Anachronisms? Set-painters still 
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Pater Brook's new staging 

of Don Giovanni. Other 

attractions indude 
Q oiewFBuerty 
Benjamin Britten 
| and a Pina' - 
i Bauach/Ptore . 

Boulez 
production of 
Bartdk’s 
Bluebeard. 


David Hare's play : 

Boeing Demon opens at' - 
the Festival Theatre tomorrow In 
. a p roducti on' directed by 
Christopher Morahan. The cast 
riefcx 

Landenand Denis Outfley (above) 
as the Bishop of Southwark. 



Oases of stflhms amid the turbulence: Gergiev demonstrated what a compelling Wagner conductor he is in an Incandescent 'HoBnder' 

Intoxicating White Nights 

Andrew Clark finds the vodka flowing at Gergiev's adrenalin-fuelled Mariinsky festival 


work in a roof-top eyrie with open 
access to the stage, allowing giant 
drop-doths to be rolled into posi- 
tion and Stored With minlmrim 
wear-and-tear. Portions of Interval 
Ice-cream axe laboriously weighed 
an scales for each customer, but 
there’s nowhere in the surrounding 
area to eat before or after the per 
form mice. The London-based 
Friends of the Kirov can pay for 
scores. Instruments, costumes and 
artists’ fees in the west, but they 
can't transfer money to Russia 
without being hammered for tax. 

Gergiev doesn't delegate: hun- 
dreds of people seem to hang 
around Us office, waiting for him 
to make decisions. He not only con- 
ducts virtually every day of the 
festival; he does most of the finan- 
cial negotiations, controls singers’ 
foreign engagements and in seme 
cases acts as their agent At the 
Domingo gala, he supervised an 
awards ceremony like a seductive 
talk-show host; with vodka flowing 
at a post-concert banquet be pre- 
sided like a true Ruslan, asking 
distinguished guests to give 
impromptu toasts. 

There is no conventional plan- 
ning or financial logic. What goes 
on at the Mariinsky has nothing to 
do with making money - the box- 
office wouldn't support the com- 
pany for half a day - and every- 
thing to do with who is available to 
perform what and when. Some pro- 


jects are annonnfipd and then left 
in Umbo. Yon could say it's no way 
to run a theatre, hut in cash- 
strapped post-Communist Russia • 
it's probably the only way to keep 
the Mariinsky an its feet It’s better 
than some awful bureaucracy. 

The credo that Gergiev tries to 
Instil is that no individual is 
greater than the Mariinsky. There 
lies the key to its old-fashioned 


the Metropolitan Opera, or any- 
where else, is pie-in-tbe-sky. The 
Mariinsky is his life, and only ffl- 
health or presidential decree could 
separate him from it. 

The size of the opera ensemble, 
with TO principal singers, gives 
Gergiev tremendous flexibility, 
enabling him to try out different 
singers in concert before working 
up to a staged production. It’s an 


The festival offers a far wider perspective than 
can be captured when the company tours 
under its Communist brand-name, the Kirov 


company ethos. What binds artists 
to the theatre is more than a con- 
tractual relationship; it’s a moral 
obligation. Anyone who flouts (Us 
is shunned: Elena Pro kina, Amelia 
In Glyndeboume’s current Boctxm- 
egro, is one of its victims. 

Gergiev knows the attractions of 
working in the west better than 
anyone, but he believes that when 
artists nurtured at the Mariinsky 
turn their bad on it, they cut off 
an important part of themselves 
and the theatre’s tradition. He him- 
self spends around 250 days a year 
with the company, including two 
months on tour - an unparalleled 
commitment by modem standards. 
That’s why speculation about Ger- 
giev taking a higher-profile Job at 


intelligent way of working: you 
can't expect every singer to reach 
the highest level immediately. 
Irina Jloeva, the Violetta I heard, 
will probably not sing in a foBy- 
staged production of Traviata for 
three years, but she, Anna 
Netrebko and Olga Trifonova were 
outstanding Flower Maidens in the 
Domingo Parsifal Act 2. The con- 
cert performance of Semyon Kotko 
was a barely-veiled try-out for a 
staging next season. It’s a system 
that encourages singers to be ver- 
satile; Nikolai Putilin, who sang 
Boris an the company's last visit to 
London, tackled Wagner and Verdi 
on near-consecutive days during 
my visit, each with impeccable 
style. 


The corps de ballet in the Tchai- 
kovsky Serenade was true to the 
spirit of Balanchine’s choreogra- 
phy as well as its letter. La tra- 
viata was notable not so much for 
the soprano, as for the imposing 
baritone Vasily Gerello. the swift 
and shapely conducting of Gianan- 
drea Noseda and the surroundings 
- the 200-seat Hermitage Theatre, a 
jewel of Petersburg classicism, 
with the Romanov double-headed 
eagle still gracing the stage-cur- 
tain. 

At the Domingo gala. Gergiev 
was still finding his way into Die 
WaOcOre Act 1, but his incandes- 
cent Hollander the following night 
showed what a compelling Wagner 
conductor he is, alighting on oases 
of stillness amid the turbulence. 
Temur Tcbebidze's workmanlike 
production, designed by George 
Tsypin. represented Daland’s and 
the Dutchman's ships as two sets 
of interlocked ribs - a simple and 
engaging symboL There was some 
poor blocking: for the Dutchman/ 
Senta duet, the singers were on 
opposite sides of the stage; and 
only putflin's impassive Dutchman 
was of international standard. 

Reminded of their pre-revolution- 
ary Wagner tradition, the Peters- 
burg public loved every minute. 
Fewer attended last Monday’s tri- 
umphant performance of Semyon 
Kotko - but that deserves a sepa- 
rate report. 
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Mark Burgess and HBdegard Nafl fei Brian Blessed's production 
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AMSTERDAM 

EXHtamoN 
RgkemuMura 
Tot 31-20-673 2121 
Drawings tram the Golden Age: 
dtaplayof 100 17th century Dutch 
drawing*. HHjhUflht* Include the 

Brat landscapes by arttsta auches 

Vtacher, Van der Velde and van 
Qoflen; to Jul 12 

BILBAO 

EXHSmON 

O ug genhefiffi Museum Bflbao 
TOt 34-4-429 2799 
www.gusgenbeen.of9 
Ctdna - 6.000 Years: comprising 
500 works of art ranging from the 
NeoBthte to foe contemporary, 
many of which have never before 
been eeen outride China. The 
show strives from trie 
Guggen heim, New York: to Sep 1 

BRUSSELS 
DANCE 
UMonnata 
Tet 32-2*229 Ml 

BaBei 

- choreographer Wfflkun Forsym®. 


Jul 8, 9, 10, 11, 12 

FLORENCE 

OPERA 

Teatro Coomnakt 

Tel: 39-055-211158 

vmw.m aggtof kirBntino.com 

La Bohbme: by Puccini. Conducted 
by Semyon Bychkov in a staging 
by Jonathan Mitten Jul 6, 

7,8,8 ~ 

GLIMMERGLASS 

OPERA 

Alice Busch Opera Theater, 

Cooperstown 

Tel: 1-507-547 2255 

• Fatataft by Verdi. New 
production directed by Leon Major, 
\rith sets and costumes by John 
Cortkttn and lighting by Pat Cottlns. 
Baritone Stephen PoweM sings the 
fide role. The conductor is George 
Manahan; Jul It 

• Tosea: by Puccini. New staging 

by the team responsible for last 
year's Madams Butterfly: director 
Marc Lamos, set designer Michael 
Yeargan. costume designer 
Constance Hoffman, lighting 
designer Robert Wferael and 
conductor Stewart Robertson; Jul 
6. 12 

GLYNDEBOURNE 

OPERA 

Glyndeboume Festival Opera 
ret- 44-1273-815 000 

FtocteDncta: by HendeL New 
production directed by Jean-Maria 
VHtegier, with sals by Nicolas de 
Lajvtra and Pascals Cazales. With . 
the Orchestra of the Age of 
Enlightenment conducted by 


■ fo- • -- * . 


William Christie; Jul 12 

GRAZ 

DANCE 

Ooernbaus 

Tet 43-316-80080 
Kirov BaDet in a three week 
season with productions Including 
The Sleeping Beauty (JU! fl, 12). 
Swan Lake (Jul 7. 9). a Foldne 
evening (Jul 10) and La BayadOre 
(Jul 11) 

LONDON 

CONCERT 
Barbican HaA 
Tel: 44-171-638 8891 
Carmen: by Bizet Sr Cofin Davis 
conducts the London Symphony 
O rch e s tra In a concert 
performance, wtth soloists 
Including Olga Borodina and Jos6 
Cura; Jul 12 

EXHIBITION 
Royal Academy of Arts 
TeL- 44-171-300 8000 
Chagall: Love and the Stage. A 
series of monumental mural 
paintings created in 1920 for foe 
State Ykkfiah Chamber Theatre In 
Moscow wffl form the centrepiece 
of thta exhibition. Painted during a 
turbulent period, the recently 
restored paintings, never before 
seen by the British public, wffl be 
shown alongside preparatory 
drawings and sketches; to Oct 4 

MILAN 

OPERA 

Teatro alia Scats 
Tet 39-02-68791 
wwwJoscabunBanoJt 


Lucrezia Borgia: by Donizetti. 
Conducted by Glanluigi Getmetti in 
a staging by Hugo De Ana. Casts 
vary; look out for Rente Fleming; 
Jul 6. 8, 9. 11 

MUNICH 

CONCERTS 

Pti&harmonfe QasMg 

Tet 49-89-5481 8181 

Munich Philharmonic Orchestra: 

conducted by Asher Fisch in works 

by Stravinsky, Gershwin and 

Bernstein: Jul 6, 8 


NEW YORK 

EXHIBITION 

MetropoBtan Museum of Art 

Tat 1-212-8795500 
wwwjmetmusBumorg 
Louis Comfort Tiffany, celebrating 
the 150th anniversary of the artist’s 
birth, this exhibition, drawn from 
the museum's coflection, indudes 
teaded-gisss windows and lamps, 
vases, furniture, enamels and 
Jewellary. A selection of drawings 
wtQ also be on cSsplay; to Jan 1 

OTTAWA 

EXHIBITIONS 
Ait Gafiery of Ontario 
Tat 1-416-979 6656 
Victorian Fairy Painting: exploring 
the fasc ination with faJriss and foe 
supernatural which took hold of 
artists and writers in Britain from 
the early 18th century to the 
outbreak of the Fust World War. 
includes works by Turner, 
Landseer, and Richard Dadd; to 
Sep 13 

National Gallery of Canada 



Tel: 1-613-990 1985 
Picasso: 100 works on loan from 
the Museum of Modem Art in New 
York. Spanning his career, the 
broadly chronological display 
indudes paintings, drawings, prints 
and sculptures produced over 
seven decades; to Jul 12 

PARIS 

OPERA 

Optra National de Paris, Optra 


Tat 33-1-4473 1300 
La Traviata: by Verdi. Production 
directed by Jonathan Miller and 
conducted by James Conlon. Cast 
Includes Ramon Vargas; 

Jul 7, 10 

SAN FRANCISCO 

EXHIBITION 

San Fr an ci sc o Museum of 
Modem Art 

wwwjstmoma.org 

Sargent Johnson: African-American 
Modernist Over 60 works by the 
Bey Area artist and sculptor, 
tracing his stylistic development 
from the 1930s through to the 
1960s; to Jul 7 

SANTA FE 

OPERA 

Santa Fb Opera 

Tet 1-505-986 5900 
wwwoantafOopera.org 

• Madama Butterfly: by Puccini. 
Revival conducted by John Crosby 
and directed by John Copley; Jul 
8, 10 

• The Magic Bute: by Mozart 
New production by Jonathan 

Miller, with sets by Ronf Toren and 


costumes by Judy Levin. Cast 
indudes Sheri GreenawaJd; 

Jul 9, 11 

SCHLESWIG- 

HOLSTEIN 

CONCERTS 

Schleswig-Holstein Music 
Festival 

Tet 49-431-567 080 
NDR-Sinfonieofches t er conducted 
by GQnter Wand in Bruckner's 
Symphony No. 5; LG beck, Musik- 
und Kongreshalte; Jul 10, 11 

SEATTLE 

EXHIBITION 
Seattle Art Museum 
Thomas Moran (1 837-1926}: 
retrospective devoted to the 
American landscape painter; to 
Aug 30 

STUTTGART 

OPERA 

Staartsoper Stuttgart 
Tel: 49-711-202090 

• Akrfna: by Handel. New 
production by Joss! wieier and 
Sergio Morabito, conducted by 
Alan Hacker, with designs by Anna 
Viebrock; Jul 10, 11 

• Tosea: by Puccini New 
production by Willy Decker, 
conducted by Lofoar Zagrosek 
with designs by Wolfgang 
Gussmann; Jul 6, 8 

THE HAGUE 

EXHIBITION 
Lange Voorhout 

Tet 31-70-364 5784 


The Hague Sculpture 98: outdoor 
exhibition of more than 50 works 
by sculptors Including Rodin, 
MaiUol, CaJder. Moore, Bourgeois 
and Tinguely. A modem sculpture 
show at Het PaJeis Museum is 
showing at the same time; to 
Jul 14 

VERONA 

OPERA 

Arena <fl Verona 
Tet 39-45-600 5151 
Un Baflo in Maschera: by Vercfl. 
New production by GiuBano 
Montaldo with sets by Luciano 
RiccerL Conducted by Daniel Oran; 
Jui 11 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN international 
Monday to Friday, GMT; 

0630: Moneytlne with Lou Dobbs 
13^0: Business Asia 

19.30: World Business Today 
22JXk Wbrld Business Today 
Update 

• Business/Market Reports: 

05.-07: 06.-07; 07.-07; 0820; 0920; 
1020; 11320; 11:32; 1220; 1320; 
142C 

At 0820 Tanya Beckett of F77V 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 


PERSONAL VIEW DOMINIQUE MOISI 

The globe as a football 


“0 


The World Cup can teach us a lot about the age we live in, 
providing a bridge between the past and the future 


soccer L- 


ne more week, 
land we'll 
I return to civil- 
isation.” The 
co mment of my T<nndon 
driver echoes the feelings 
and emotions of the majority 
of French intellectuals, for 
whom it is fashionable 
to denigrate the 
Craze. 

They are wrong. The 
World Cup, a truly global 
event, reflects all' the needs, 
limits (think of the hooli- 
gans) and strengths of our 
civilisation. An event that 
win have been watched by a 
cumulative audience of 37ba 
people, that will have dic- 
tated the schedule of hun- 
dreds of millio ns of people 
across generational, social 
and cultural divides for more 
than a month, cannot simply 
be ignored or be met with 
superior indifference or 
sheer Irritation. 

In a meeting two months 
ago in Washington, on the 
"Greater Middle East”, 
Americans and Europeans 
could agree on only one 
clear recommendation: It 
would be best, for the future 
of the region and for western 
diplomacy in general, if the 
US soccer team were 
defeated by Iran. 

So far the World Cup has, 
on the whole, been politi- 
cally correct Not only did 



Diplomatic result: Iran defeated the US in the World Cup 


Asia, represented by Japan 
and South Korea, put on a 
brave face, but their perfor- 
mance could hardly dissipate 
the gloom of the Asian cri- 
sis. 

Even Africa, with the pos- 
sible exception of the brave 
but unlucky Moroccans or 
the brilliant Nigerians, has 
been on the whole a disap- 
pointment, leaving the Euro- 
pean and Latin American 
continents In their tradi- 
tional duel. 


today, the sport has become 
one of the modem and effi- 
cient forms of capitalism. 

The World Cup is also the 
triumph of individual 
heroes, whose names repre- 
sent not only themselves but 
their country, if not their 
continent. Ronaldo Is Brazil, 
Zidane is France. 

One's national team does 
not even have to have quali- 
fied for the country for one 
to be glued to the television 
set. Even in Vietnam, for 


rience. They relate to 
national teams other than 
their own In a revealing 
way. The French, for exam- 
ple, tend to favour African 
teams, especially when they 
are former colonies where 
French is spoken. And what- 
ever the strength of the 
Franco-German alliance, the 
French are secretly 
delighted by Germany’s sur- 
prise defeat 

The nation state is no lon- 
ger what it used to be in 
terms of power and indepen- 
dence. but it baa found ulti- 
mate refuge in soccer, 
replete with national anthem 
and flag. But the "nation” 
represented by many teams 
would hardly please the 
rightwing nationalists like 
Jean-Marie Le Pen. Brazil 
has always represented the 
triumph of multi-cultural- 
ism. Even the French soccer 
team, with its diversified, 
multi-ethnic composition, 
defies the racism of the 
National Front. France’s 
extreme-right party. 

Yet the intensity of emo- 
tions, the beauty of some 
games, the quality of players 
such as England player 
Michael Owen should not 
delude us. After Nigeria’s 
early qualification for the 
finals, a man Interviewed in 
the streets of Lag06 soberly 
remarked that soccer would 


LETTERS TO THE EDITOR 

Near-zero interest rates are no panacea for Asia 


From Ms Wanda Tseng. 

Sir, Robert Wade likens 
current cautionary monetary 
policies to "water torture” 
(“Asian water torture”, June 
23), hut his advice to Asian 
countries to Tower interest 
rates to near zero and step 
on the monetary gas” in an 
effort to inflate themselves 
out of crisis could plunge 
thgm jp to farther rounds of 
destabilising currency depre- 
dations. 

Moreover, the situation in 
Japan illustrates that inter- 
est rates near zero are not a 


panacea for an economy 
with a structurally weak 
banking system. It would be 
equally dangerous to accept 
Prof Wade's counsel to jetti- 
son the “far-reaching struc- 
tural reforms”, especially 
bank capital standards, that 
Asian countries are imple- 
menting at the Hilwnuitimial 
Monetary Fund’s urging. 
Pretending nothing was 
wrong with domestic finan- 
cial systems and corporate 
governance helped bring cm 
the crisis. Abandoning cor- 
rective action and r e verting 


to “channeling credit” would 
surely make th i n g s worse, 
not better. 

Monetary and fiscal poli- 
cies are adjusting to mitigate 
the economic slowdown. 
South Korea’s overnight 
interest rates have fallen 
from 30 per cent at the aid 
of 1997 to below 15 per cant 
sow, and Thailand ’s foam 25 
per cent to 17 per cent. 
Larger fiscal deficits are 
projected to accommodate 
higher spending on social 
support costs, the need for 
which has been consistently 


emphasised by the IMF, as 
well as weaker revenues. 
Exchange rates to Korea and 
ThaSsnd have strengthened 
«nd stabilised. On this evi- 
deaKB. radical course correc- 
tions by the countries at the 
centre of the crisis do not 
seem warranted- 

Wanda Tseng. 

Bt ±i” g director, 

Asia grid Pacific 
department, 

International Monetary 
Fond, 

Washington DC 20431, US 


Iran win. but Yugoslavia not feed him. 


was defeated - although this 
does not suggest the roman- 
tic and Suicidal Tiatinffiglifem 

erf the Serbs will be tamed. 
The fact that the “Old 
World” remains at the centre 
of the soccer universe, and 
that Europe once more domi- 


The world’s only superpower, the US, 
played only a minor role in the World 
Cup, as if the emperor were absent 
from the game unifying the empire 


Hie world market does not 
create a world community; 
neither does the World Cup. 
A mirror held up to our age, 
and an important component 

Of the Int-amatifirml imagn of 

some countries such as Bra- 
zil, soccer is nevertheless 


nates, is perceived by many not a makar of history. The 


Credible 

commitment 

From Mr Noriofd Kmoshtia. 

Sir, I fully agree with Ron- 
ald MffKInnnn and Kenlchl 
Ohno (“The real yen worry”, 
June 26), who suggest that 

Japan's commitment to mar- 
ket liberalisation and dis- 
carding the false belief in 
“manipulating the yeiVdoIlar 
exchange rate to reduce 
Japan’s trade surplus” are 
the key to US-Japan eco- 
nomic management. How- 
ever, to the concluding para- 
graph, the two professors 
say that if, through the cred- 
ible commitment to stable 
exchange rate, the “expecta- 


Alternating between scalpel and scissors ^ 


Europeans as a welcome 
counter-balance. Even 
though Brazil reached the 
final four and Argentina the 
final eight, a majority of 
their players belong to Euro- 
pean teams. 

The world's only super- 
power, the US. played only a 
minor role to the World Cup, 
as If the emperor were 
largely absent from the 
game unifying the empire. 
China, the second biggest 
power, at least potentially, 
did not even reach the final 
competition. The rest of 


The World Cup is a perfect 
illustration of the contradic- 
tions inherent in the present 
era. At the same time it con- 
stitutes a bridge between our 
past and our future, demon- 
strating the vitality of the 
former - that is, nationalism 
- and the inescapable nature 
of the second - that Is, glo- 
balisation in Its new capital- 
ist form. 

After all, given the large 
salaries paid to the best 
players and the vast sums of 
money involved in soccer 


example, which did not qual- 
ify, life has largely been 
dominated by the World 
Cup. Is It simply escapism 
on a global scale, “bread and 
circuses” adjusted to the 
needs of a televised world? 

Nothing has become more 
global than soccer, reflecting 
the search for collective 
emotions In a world domi- 
nated by growing individual- 
ism. People who cannot gain 
access to the stadia tend to 
get together in pubs, beaches 
or squares to share the expe- 


procesa of rapprochement 
between Iran and the US 
was imminent and could 
have taken place without the 
World Cup. But the beauty 
and drama of the game 
remains. Four years until 
the next World Cup - it 
is going to be a long 
wait 

The author is deputy dire ct or 
of the Paris-based Institut 
Francois des Relations Inter- 
nationaks and editor qf Poli- 
tique Etrang&re. He writes 
here in a personal capacity 


tion of an ever-higber yen” 
is eliminated, then “the 
threat of future deflation in 
Japan” should go and the 
currency would nudge back 
to the equilibrium level. 

The only way to mates this 
commitment credible Is to 
fix the exchange rate irrevo- 
cably and, from the expo> 
ence of the euro, It will take 
several decades and is not 
the quickest remedy for the 
present problem in Japan. 

Noriaki Kinoshita, 
Mitsubishi Research 
Institute, 

economic research 
department, 

2-3-6 OtemachL 
Chtyodaku. 

Tokyo, Japan 


From Mr Charles TreocdL - 
Sir, "Hairdressers or brain 
surgeons?” (June 23) made 
no reference to the emerging 

group n? h runrl wnum l tawptaB 

whose raison d'etre Is to help 

rljpwfg rfefftm and a rticula te 

their brand* without being 
media-driven. 

Arguably, neither the 
management consultancies 
nor the advertising a gwiriaa 
are best placed to advise on 
brand strategy. Vanagpmgwt 
consultants have difficulty 
comprehending the emo- 
tional aspects of branding 
and lack practical experience 


in developing brands. The 
advertising agencies under- 
stand consumers, advertis- 
ing g pd increasingly broader 
wnrnpiml eaanB, but lack the 
holistic skins of developing 
organisational brands 
through people and services 
to a broad group of stake- 
holders. 

For companies such as 
BMW, Disney and Virgin, 
their brand acts as their cen- 
tral organising, thought, 
helping shape strategy, 
guide acti ons and 
com mu nications ■ 

Understandably companies 


r ecogn ising that branding is 
critical to their future, are 
rmcinar about where to turn 
to for advice. Until an estab- 
lished leader emerges to 
d«fing a new brand consult- 
ing industry (as Andersen 
Consulting did only a decade 
ago for IT consulting), com- 
panies will alternate 
between “the hairdresser 
and the brain surgeon”. 

Charles "Prevail, 
managing director, 
Enterprise IG, 

6 Mercer Street, 

London WC2H 9QA, UK 


Written constitution for UK 
a fitting start to millennium 


From Mr Stephen GoschoJk. 

Sir, Reform of the Lords, 
devolution for Scotland, 
Wales and Northern Ireland, 
regional assemblies and 
incorporation of the Euro- 
pean Treaty on Human 
Rights into UK legislation: 
Britain is clearly to a period 
of sign Wrapt constitutional 
chang e. 

However, there seems to 
be no single forum in which 
these changes can be consid- 
ered as a whole and can be 
put In the context of the 
rights and obligations of the 
citizens of the UK. 


Perhaps the time has come 
for a constitutional commis- 
sion to consider the whole 
question of a written consti- 
tution. Such a commission 
would be able to consider all 

these chawg aa and parhapw 

the impact of European leg- 
islation and put a MwdHtu d 
consensus view to a referen- 
dum. Possibly a written con- 
stitution would be a fitting 
start to the new mtnmuHwwi 


Stephen Goschalk, 

41 Meadway, 

London NWll TAX, UK 


No to lectures 

From Mr Mark Rodctiffe. 

Sir, As a simple business- 
man, I hope never to have a 
lecture from a banker again. 
For the European Central 
Bank to be launched at sig- 
nificant cost to the taxpayer 
without knowing its main 
product - the policy instru- 
ment - or how it will 
achieve quality control of its 
goods, on which several hun- 
dred million people will 
depend quite shortly, is 
unlikely to endear the cus- 
tomers to buy in! 

MarkRadcliffe, 

The Malt House. 

Upton. Nr Andover, 

Hants SPI1 OJS, UK 


PUBLIC NOTICE 


NOTICE PUBLISHED BY THE SECRETARY OF STATE UNDER 
SUBSECTIONS 8(5) AND 10(6) OF THE TELECOMMUNICATIONS ACT 
1984 

The Secretary of Stare hereby gives notice as follows. 

1. She proposes to grant licences under the Telecommunications Act 1984 (“the Act”) to Telecom One Limited, 
KPN Telecom UK Limited, Worldpon Communications Limited, Storm Telecommunications Limited, 
NorSea Com A/S, Ibercom Limited. The JNT Association, Eurotunnel Telecommunications Limited, Data 
Marine Systems Limited. NETs Limited, International Telecom Pic, PT-1 Communications UK Limited and 
Cigna! Global Communications U.K. Limited (“the Licensees”) to run telecommunication systems in the 
United Kingdom. The licences will be for a period of 6 months, thereafter being subject to revocation on one 
month's notice. 

2. The principal effect of each licence will be to enable each Licensee to install and ran telecommunication 
systems in the United Kingdom which may be connected to telecommunication systems outside the United 
Kingdom, and to provide a wide range of services but not any domestic services (Le. services involving the 
conveyance of messages which originate and arc subsequently to terminate in the United Kingdom) or 
mobile radio services. Each Licence authorises connection to a wide range of other systems, including earth 
orbiting apparatus. 

3. Each licence will be subject to conditions such that section 8 of the Act will apply to it, thereby making each 
of the systems ran under each licence eligible for designation as a public telecommunication system under 
section 9 of the Act. It is the intention of the Secretary of State to designate each of the Licensees’ systems 
as a public telecommunication system. 

The Secretary of State proposes to giant each licence in response to an application from each Licensee for 
such a licence because she considers that it will help to satisfy demands in the United Kingdom for the 
provision of services of the type authorised, will promote the interests of consumers in respect of the quality 
and variety of such services, and will maintain and promote effective competition between those engaged in 
the provision of telecommunication services. 

5. She proposes to apply (he telecommunications code (“the Code") to KPN Telecom UK Limited, Storm 
Telecommunications Limited, NorSea Com A/S and Cigna! Global Communications V JC. Limited subject to 
certain exceptions and conditions throughout the United Kingdom. The effect of the exceptions and 
conditions to (he application of (he Code is that KPN Telecom UK Limited, Storm Telecommunications 
Limited. NorSea Com A/S and Cignal Global Communications U.K. Limited will each have duties: 

(a) to comply with various safety and environmental conditions, in particular (with certain exceptions) to 
install lines underground or only on such above-ground apparatus as is already installed for any purpose; 

(b) to comply with conditions designed to ensure efficiency and economy on the part of each of them, in 
connection with the execution of works on (and concerning the installation, maintenance, repair or 
alteration of their apparatus; 

(c) to consult certain public bodies before exercising particular powers under the Code, including the local 
planning and highway authorities and English Nature, Scottish National Heritage, the Countryside 
Council for Wales, the National Trust and the National Trust for Scotland, as well as relevant electricity 
suppliers; 

(d) to keep and make available records of (he location of underground apparatus and copies of the exceptions 
and conditions in their respective licences to their powers under the Code; and 

(e) to ensure that sufficient funds are available to meet certain liabilities arising from the execution of sheet 
works. 

The reason why the Secretary of State proposes to apply the Code to KPN Telecom UK limited, Storm 
Telecommunications Limited, NorSea Com A/S and Cigna) Global Communications U-K. Limited is that 
they witi each need the statutory powers in the Code to install and maintain the telecommunication systems 
which are to be Installed and ran under the proposed licences. 

7. The reasons why it is proposed that the Code as applied should have effect subject to the exceptions and 
conditions referred to above are that they are considered requisite or expedient for foe purpose of securing 
that the physical environment is protected, that there is no greater damage to land titan necessary, that foe 
systems are installed as safely and economically as possible, and that each Licensee to whom the Code is 
applied can meet (and relevant persons can enforce) liabilities arising from the execution of works. 

8 . Representations or objections may be made in respect of foe proposed licences, foe application of the Code to 
KPN Telecom UK Limited. Storm Telecommunications Limited, NorSea Com A/S and Cignal Globa! 
Communications U.K. Limited and die proposed exceptions and conditions refer r e d to above. They should 
be made in writing by 4 August 1998 and add re ssed to the undersigned at the D ep artment ofTtede and 
Industry, Communications and Information Industries Directorate, 2.67 Grey, 15] Buckingham Mace Road, 
London SWI W 9SS. Copies of foe proposed licences can freely be obtained by writing to the Department or 
by calling 0171 2151756. 

Anthony J.Eden-Brown 

Department of Trade and Industry 6 July 1998 


Number One Southwark Bridge, London SE1 9HL 

We are fcaan to encourage fetters from raaOaru woridwicte. Leaere may be taxed to +44 1 71 -873 5838 <•«!»» ■finoT. 
tetwnuxttwOft.com PuSTahod team as eta meletjte on tho FT neb a te, hcpV/WwiwJTxom TranateBon may be metabte for 
tenant written In the main WmaM onl tenpjaces. Fax 0171 873 SP38. Letters HicuU be typed and not hand written. 

ECONOMICS NOTEBOOK GILLIAN TETT 


S hould Japan cut its 
Income taxes again? 
That is the question 
that Is worrying 
some currency traders. 

For with Ryu taro Hashi- 
moto. Japan's prime minis- 
ter, poised to fight an elec- 
tion for Japan's Upper House 
of parliament on Sunday, the 
financial markets are 
engaged in a new yen yo-yo. 

Last week, for example, 
the yen rallied after Liberal 
Democratic party politicians 
said on Monday they were 
mulling some Y 3, 000 bn 
(322 bn) Income tax cuts. 
Then on Thursday the yen 
fell when an LDP meeting 
apparently ignored the issue. 
On Friday it surged again 
amid media reports Mr 
Hashlmoto had called for 
“permanent income tax 
cuts” - but then plunged 
equally dramatically after H 
emerged that he actually 
just called for a “permanent 
tax system reform”. 

So what does this mean? 
Probably that currency mar- 
kets do not always provide a 
pertinent guide to what is 
good for Japan. Far the cur- 
rent excitement about “per- 
manent income tax cuts” 
misses the point. What 
Japan really needs is not 
just more short-term tax 
breaks - but for Mr Hashl - 
moto actually to implement 
his promise of “permanent 
tax system reform”. 

This system needs reform 
for at least two reasons. One 
Is that it is distorting corpo- 
rate behaviour In a way that 
will make It difficult for 
Japan to create flexible, 
transparent markets and 
build a shareholder culture. 
But the other, more practi- 
cal, problem is that tax is a 
rather blunt policy tool in 
Japan, compared with most 
other Group of Seven lead- 
ing industrial countries. 
Under the current system 
tax cuts do not provide a 
particularly effective way to 
boost demand. 

The essential problem is 
that Japan is very bad at 
collecting taxes in an equita- 
ble or effective way. Indeed, 
though the country is some- 
times perceived as a tax- 
paying hen, Japan's tax bur- 
den Is actually not particu- 
larly high in an interna- 
tional perspective (see 
graph). 

This is partly because the 
tax system has a very nar- 
row “base” (or taxpayers to 
collect from) compared with 
other G7 countries. The pro- 
portion of revenues collected 
through indirect taxes, for 


Time to s hif t 
the burden 

Short-term plans are not enough. Japan’s 
whole tax system needs permanent reform 


Comparative tefam aU on alto htinfcwa 
Toes as s% of GDP 


SO: 






45. 




Sammy 


35. 



25. 




J 1 1 I I I- ! I I 


J I ! l-J- i 


1960*1 £2 83 84*566 8788 89 909T. 92 83 94 95 


example, Is only about half 
the level of European coun- 
tries. (This is because even 
after last year's controver- 
sial two percentage point 
rise in consumption tax, the 
rate is stin only 5 per cent 
well below the G7 average.) 

This means that the bur- 
den is pushed on to corpo- 
rate and income taxes. How- 
ever, not everybody pays. 
Large companies face corpo- 
rate taxes that are among 
the world's highest. But 
small companies are taxed 


doing 40 per emit of the cor- 
porate tax burden, according 
to calculations by Morgan 
Stanley. 

Many consumers also 
escape. At the top end of the 
scale - incomes over Yloom 
- Japan's income tax rate of 
S3 per cent, is among the 
highest in the G7 (and corre- 
spondingly encourages con- 
siderable evasion). But tax is 
only paid on incomes over 
Y5m and some 37m of 
Japan's 43m PATE taxpay- 
ers pay a rate of less than 


Though the country is sometimes 
perceived as a tax-paying hell, 
Japan’s tax burden is not particularly 
high in an international perspective 


very lightly which encour- 
ages companies to create an 
inefficient plethora of small 
subsidiaries. Any loss- 
making company also 
escapes. 

This dearly does not save 
shareholders well. But it 
also leaves 63 per cent of all 
companies escaping the tax 
Bet - and LSOO of Japan’s 
2.7m companies are shoul- 


l£5 per cent Anybody who 
can claim to be a “farmer - 
by owning a large vegetable 
plot, for example - pays far 
less. Similarly, if a house- 
hold can arrange to be a 
small “company”, they also 
generally escape. 

This means that arguably 
the only tax cut that would 
quickly help the entire econ- 
omy now would be a con- 


sumption tax cut. Cuts In 
corporate and income taxes, 
by contrast, reach only part 
of the economy - quite apart 
from whether consumer or 
companies save the extra 
cash, as they seem intent on 
doing. 

And in practice, the tax 
cuts that Mr Hashlmoto ha« 
already unveiled have had 
little impact. Since April 
Y2.ooobn of income tax cuts 
have been dribbling into 
consumers’ pockets, and cor- 
porate tax rates have been, 
cut by 3 percentage points to 
SC5 per cent. 

But consumer spending 
has remained weak, and last 
week's Tankan survey of 
corporate sentiment showed 
that large manufacturers 
were more depressed than at 
any point for four years. 

So where does that leave 
Mr Hashlmoto? In the short 
term, desperately trying to 
win an election. Last week's 
permanent tax cut hints, for 
example, suggest that the 
LDP is starting to panic tha t 
It will fare worse than expec- 
ted on Sunday. 

But behind the scenes, a 
debate about “permanent 
reform " of the system is 
bubbling. This is unlikely to 
surface properly until the 
autumn. But once the elec- 
tion is over, the traditional 
bout of Japanese consensus- 
building will probably start 
afresh. 

Such reform should, ide- 
ally, do two thing *- widen 
the tax system and reduce 
the selectively high tax rates 
that are encouraging eva- 
sion. Furthermore, it would 
seem sensible to trade one 
against the other, both to 
make the tax reform pill 
politically easier to swallow, 
and avoid any sharp fall in 
revenues. 

This means extending 
taxes to loss-making compa- 
nies, raising taxes on small 
companies, taxing groups 
such as fanners properly - 
or even raising consumption 
tax. It would also mean cut- 
ting the top rate of income 
taxes and corporate taxes 
sharply, and reducing the 
rates across the board. 

Unfortunately, it seems 
unlikely that the LDP will 
have the courage to do tills. 
Instead, it seems mare likely 
to focus on politically easier 
issues such as corporate tax. 
But any hints that Mr HasW- 
mnto is serious about “per- 
manent reform" should be 
encouraged. Japan needs tax 
cute. But that will be less 
than half the solution to its 
tax problems. 
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Helping 

Russia 
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Only Russia would have the 
cheek to insist it is a great 
power, while putting out the 
begging bowL Yet irritation is 
not the wisest reaction to the 
government’s request for a fund 
to help stabilise the rouble. 
Without substantia] additi onal 
support, the currency is almost 
certain to collapse. If events 
elsewhere are a guide, the pres- 
ent pro-reform government is 
likely to go down with it. 

The worldwide flight to qual- 
ity following the Asian crisis 
has pushed Russia into a 
vicious downward spiral. The 
government ran a primary bud- 
get surplus of around 1 per cent 
of gross domestic product in the 
first five months of this year. 
The stock of short-term trea- 
sury obligations was also only 
1&5 per cent of GDP at the end 
of 1997. But Russia has to 
redeem Rbs378.9bn ($60bn) of 
short-term treasury bills over 
the rest of this year alone. 

Investors suspect it will be 
unable to do so. Their fear is ' 
likely to become self-fulfilling. 
'Hie anchor for monetary stabil- 
ity has been the link to the dol- 
lar. But the authorities have 
already used up Jl4hn of their 
foreign exchange reserves since 
the Asian crisis began. By mid- 
June gross reserves were down 
to $l5bn. virtually all of which 
had been borrowed. 

Because the sustainabflty or 
the exchange rate is doubtful, 
domestic interest rates have 
had to be very high: BO per cent 


at present, but as much as 150 
per cent not long ago. With 
inflation below 10 per cent, 
these towering interest rates 
imply an explosive rise in the 
burden of debt service, already 
a third of the federal budget. 

The Russian authorities are 
in a trap: the more interest they 
pay to attract funds, the less 
sustainable their position. Yet 
devaluation is not a sensible 
short-term option: it would 
probably trigger a hanking col- 
lapse and flight from the rou- 
ble. The result would be still 
higher domestic interest rales 
or. more probably, outright 
monetisation, as the central 
bank is forced to create money 
to finance the budget 
If devaluation seems unmana- 
geable, sustaining the exchange 
rate looks infeasible. Measures 
are needed to make the 
exchange rate and debt rollover 
more credible. The R ussian gov- 
ernment cannot achieve this on 
its own. It needs a stabilisation 
fund - of perhaps as much as 
$20bn - and short-term help in 
meeting the cash flow require- 
ments of the budget 
Naturally, support needs to 
be conditional on performance. 
In the longer term, alternative 
monetary regimes must be con- 
sidered. But the situation today 
is horribly dean either the new 
government receives help suffi- 
cient to end the panic; or there 
will be an economic and politi- 
cal disaster, not just in Russia, 
but among its neighbours too. 
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Drumcree echoes 




For the world beyond Northern 
Ireland, the stand-off between 
Orange Order marchers and 
nationalist residents in Porta- 
down. Co Armagh, is as bewil- 
dering as it is depressing. Within 
days of the inauguration of a new 
Belfast assembly designed to 
entrench mutual recognition and 
respect, the province's two com- 
munities have returned to the 
barricades of sectarianism. 

So U seems. Yet, tempting as it 
is to conclude that the Orange 
parade from Drumcree parish 
church bears witness to the 
enduring primacy of tribal big- 
otry over cross-community toler- 
ance. the reality is more compli- 
cated. For all the dangers 
inherent in. the confrontation. 
Drumcree is a distorting prism 
through which to see opinion 
across the province. 

The risks are obvious. The 
refusal of the Portadown Orange 
Order to respect life judgment of 
the independent Parades Com- 
mission is characteristic of the 
sectarian intransigence which 
has visited so much grief on 
Northern Ireland. So too is the 
determination of the nationalist 
residents of the Garvaghy Rood 
to shun any compromise which 
would respect the Orangemen's 
traditions. Dug into their 
trenches, neither side has a con- 
cept of the moral high ground. 

In spile of the massive security' 
operation, the possibility of an 
Ugly confrontation remains. The 


burning of Catholic churches and 
retaliatory attacks on protestant 
meeting places last week was a 
dismal reminder that violence is 
never for below the surfoce in 
Northern Ireland. In 1996 and 
1997, when the Orangemen were 
eventually allowed to march, the 
authorities* response was deter- 
mined by the threat of disorder. 
And this year's marching season 
still has a month to run. 

For all that there are impor- 
tant differences between now and 
then. They start with David 
Trimble, the Ulster Unionist 
leader. Then he stood shoulder to 
shoulder with the Orangemen. 
Now. for all his disdain for the 
republican leadership in the Gar- 
vaghy Road, Mr Trimble is 
Northern Ireland's first minister 
- and the principal advocate of a 
Now Unionism grounded in civil- 
ity and respect between the Prot- 
estant and Catholic communities. 
U is an ambition shared by Sea- 
mus Mallon, his SDLP deputy in 
the new assembly. 

Twice in recent months - in 
endorsing the Good Friday agree- 
ment and in electing a pro-agree- 
ment assembly - majorities on 
both sides in Northern Ireland 
have endorsed that vision of poli- 
tics,. It was always Inevitable 
they would be opposed by mili- 
tant minorities. But Drumcree, 
for all its immediate threat to 
peaceful co-existence, offers an 
echo from the past rather than 
an image of the future. 
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German power 


Germany's opposition Social 
Democratic party (SPD) and its 
leader, Gerhard Schroder, owe 
much of their opinion poll lead 
over Chancellor Helmut Kohl and 
his centre-right government to 
the friendly face they have 
turned towards business. But 
now the SPD has decided to 
mount a constitutional challenge 
to last April's energy law. This 
move is a step backwards in the 
party’s hid to portray itself as 
mere market-oriented, and it is a 
threat to one of the major pieces 
, of economic liberalisation in post- 
'a war Germany. 

Nw surprisingly, the spur for 
liberalisation came from outside, 
from the European Union. It 
issued a directive last year order- 
tog the partial opening up or 
Europe's electricity market The 
demand was hardly revolution- 
ary: the share of the market 
opened to competition is initially 
22 per cent, rising to 33 per cent 
offily next century. 

But the German law based on 
the directive has had the benefi- 
cial effect of abolishing exclusive 
regional concessions and demar- 
cation agreements that have 
t _ underpinned cosy, profitable 
local monopolies. Many of 
monopolies arc in the hands of 
the. Lander and municipalities, 
which- together own two-thirds of 
afl electricity company shares. 
They have been able to keep 
prices hlghw than in many other 
European countries, and to use 


revenue from electricity and gas 
to subsidise other activities like 
public transport No wonder they 
were not happy with the change. 
Capitalising belatedly on this 
unhappiness, the SPD is basing 
part of its complaint to the con- 
stitutional court on the argument 
that the law has “weakened” 
local authorities’ fi nances . 

The SPD is also complaining 
that the disappearance of local 
monopoly rights is leading both 
to concentration of ownership 
and an influx of foreign compa- 
nies. This is quite true. For exam- 
ple, a year ago, even before the 
new law was passed, a consor- 
tium involving Southern Energy 
of the US bought majority control 
of the Berlin city utility. How- 
ever, the previous fragmentation 
of the German market made it 
ripe for consolidation, while high 
German power prices, and there- 
fore profits, were bound to entice 
foreigners in. 

The SPD's move to block the 
law may come to n othing . If, as 
scans likely, it wins September's 
election, perhaps to alliance with 
the Greens, it will have problems 
enough in the energy field reach- 
ing a collective stance on nuclear 
power safety. It may not wa nt to 
risk al leging German, industry 
over electricity liberalisation. 

Nevertheless, its ch a ll e n ge is a 
timely reminder of the need, as 
the election approaches, to check 
that the party's deeds match its 
pro-business words. 


COMMENT & ANALYSIS 


Testing times for America 

US companies are at their strongest and most profitable for decades, but 
Richard Waters wonders if they have truly reformed their ways 


C orporate America's 
resurgent self- 
confidence is about to 
face its stifiest test. 
After the deep funk that over- 
took it in the late 1970s and early 
1980s, the country's corporate 
elite has recovered its self-worth 
and American companies now 
rank among the world's strongest 
and most profitable. But the 
sense of victory that pervades the 
executive suite sometimes seems 
as exaggerated as the sense of 
crisis timt once engnWod it, 
“There is a certain amount of 
triumphalism in the corporate 
sector, and it isn't justified by the 
data," says Richard Lester, direc- 
tor of the Industrial Performance 
Center at the Massachusetts 
Institute of Technology. “This is 
clearly a time when the strength 
of US economic Institutions and 
economic policy have been appar- 
ent But long-running [corporate] 

problems, like slow productivity 
growth, have not gone away." 

Whether American companies 
have truly refanned their ways - 
or whether they have simply 
been the beneficiaries of an 
unusually benign period In the 
domestic economy - will proba- 
bly be tested only by a recession. 
Even before that happens, how- 
ever. the pressures are likely to 
mount 

For a start, some of the exter- 
nal props that supported the cor- 
porate tumround of the 1990s, 
including a failing dollar, have 
started to crumble. Over the past 
15 years, overall labour costs in 
the US and Japan have risen by 
about the same amount at least 
in local currency trams. In dollar 
terms, though, the American 
advantage has been powerful - 
one of the factors behind the for- 
eign direct investment boom. 

While American executives are 
quick to attack the rising dollar 
now, few acknowledge the help 
they once got from the falling 
greenback. As Jack Welch, chair- 
man of General Electric, said in a 
recent interview with the Finan- 
cial Times: “We’re pounding our- 
selves cm the chest in America 
over how wonderfully we’ve 
done. Yes, we did restructure - 
but we got a huge help from the 
currency.” 

As that advantage recedes, for- 
eign companies are learning the 
lessons from the restructuring of 
American industry - just as US 
companies themselves learnt 
from the Japanese in an earlier 
era. Chrysler was one of the most 
notable basket cases of American 
industry less than a decade ago, 
before mounting one of the great 
turnrounds of the 1990s: Daimler 
Benz, Germany's biggest manu- 
facturer, says it plans to learn 
from these management skills 
when it buys the company. 

Perhaps most important, the 
expectations have been raised so 
high that it will be difficult for 
corporate America not to disap- 
point. The boom in corporate 
earnings that began six years ago 
has left profits accounting for a 
bigger slice of national income 
than at any time for the past 
three decades: gobbling np an 
ever-larger share of the national 
pie looks unlikely - not least 
because workers, who have seen 
their share foil during the 1990s. 
are getting hungry for more. 

The slowdown in earnings 
growth this year prompts an 
inevitable question: Are the com- 
petitive advantages that made 
American companies swagger 
again sustainable? 

A check of corporate America's 
vital signs certainly indicates 
that it is in fine health. 



America's impressive record 
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The collective balance sheet of 
America’s biggest companies is 
in solid shape. According to Leh- 
man Brothers, the ratio of debt to 
the market value of equity for 
companies in the Stan- 
dard & Poor's 500 has fallen from 
98 per cent in the last recession 
to -*2 per cent now - Its lowest 
level for 30 years - thanks both 
to a reduction w debt and the 
stock market's rise. 

Profitability is even more 
impressive. Profit margins, lifted 
by the long economic expansion 
and tight control on labour costs, 
have also risen to levels last seen 
in the 1960s. After tax profit mar- 
gins for companies in the S&P500 
are now close to 7 per cent. 
Unusually, they have continued 
to grow in the late years of this 
economic expansion, though at a 
slower pace. 

American companies have con- 
tinued to generate a far higher 
return on their investments than 
have rivals in countries like Ger- 
many and Japan. At around 20 
per cent, the return on capital 
earned by companies in the 
S&P500 index is well ahead of 
other industrialised countries, 
where 10-15 per cent is the norm. 

Just as the Japanese “miracle” 
was overstated in the 1980s. how- 
ever. the boom in profits that has 
been the most visible sign of the 
US corporate renaissance is in 
danger of being overdone - most 
particularly in America itself. 


For a start, the rapid rise in 
profits has been flattered by the 
falling interest bills and low tax 
rates. Those were one-off bene- 
fits: as companies strive to main- 
tain the pace of their earnings 
growth, they do not have the 
wind behind them in the same 
way. As AJan Greenspan, the 
chairman of the US Federal 
Reserve, has repeatedly said, the 
current level of US share prices 
implies a belief that “the extraor- 


The domestic 
economy is showing 
signs of incipient 
inflation. Wage rates 
are on the rise again 


dinary growth of profits wifi be 
extended into the distant future”. 

Even before this year's slow- 
down. the rate of profit growth 
had fallen to 8-10 per cent The 
question now is whether the prof- 
its cycle is about to turn down. 

Much depends on whether the 
US economic expansion can 
weather the economic dislocation 
In Asia and the pressures arising 
from its own longevity. 

The mild deflationary forces of 
the 1990s have proved a good 
backdrop for American compa- 


nies. True, most have found it 
difficult to raise prices: but they 
have more than made up for that 
with higher sales volumes and 
tight cost control. Most impor- 
tant, the lack of inflation has 
kept higher interest rates at bay. 

That kind environment could 
now be breaking apart. The 
effects of the Asian collapse, 
transmitted through a rising dol- 
lar. threaten to turn benign defla- 
tion into a more malignant force: 
already companies like 3M, a 
manufacturer long regarded as 
one of the America's best-run 
companies, have had to acceler- 
ate their cost-cutting to counter 
their sagging profitability. 

The domestic economy is show- 
ing the early signs of incipient 
inflation. Wage rates are on the 
rise again and healthcare costs 
are climbing. 

The contrary forces in the US 
and the global economies may 
have combined to keep US inter- 
est rates low. However, their 
impact on US companies has 
been for less benign: corporate 
earnings in the first three 
months of this year were only 
around 2 per cent higher than a 
year before, a pattern that is 
likely to be repeated in the sec- 
ond quarter. 

Whether this is a pause or a 
more lasting slowdown will only 
become apparent late this year, 
when the full effects of Asia's 
economic crisis feed through. 
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Nice to see those cerebral types at 
Andersen Consulting plunging 
fearlessly into philosophical 
debate. The firm has 
commissioned a corporate tune to 
carry Its brand around the world. 
The composer’s brief Is to turn out 
a nimble and Jntefligent number 
which 'reflects an abffity to ratty 
forces on a global basis'. 

The argument that music can 
convey more than a nice tune goes 
bade at least to ancient Greece 
and realty hotted up in the 19th 
century: composers of the Liszt 
aid Wagner school argued that 
their music could express pretty 
much anything. Richard Strauss 
reckoned he could use music to 
convey the idea of a nafl. 

Nortsanse, said their opponents. 
Music expresses nothing but itself. 
The main champion of this 
argument was toe critic Eduard 
Hansfick. who was lampooned in 
Wagner's Meistersktgar for his 
pains. The two schools of thought 
have bean banging away ever 
since, without much to show for ft. 

Perhaps Andersen should hedge 
Its bets by adding lyrics to its 
global anthem, maybe expte&wjg 
how one management consultancy 
differs from all the rest Now 
thane's a eh&Denga. 

Red test card 

As if rows over Kashmir and 
nuclear testing weren't bad 


enough, the rivalry between India 
and Pakistan has taken a fresh 
turn. Indian broadcasting minster 
Mukhtar Naqvi says he's going to 
stop Indian cable operators taking 
pictures from Pakistan television. 

Naqvi says it's to stop Pakistan 
spreading propaganda. He has 
also decided that India’s state 
television channel Doordashan 
should make more jolly 
programmes about nice Indian 
border guards saving sweet old 
grannies from bloodthirsty Islamic 
militants. But Indian football fans 
suspect there might be a more 
immediate explanation for the ban. 

Pakistan television has enjoyed a 
sudden burst erf popularity in India 
since the start of the football World 
Cup in France. Indian TV took the 
cheaper option of “deferred live” 
coverage of many matches, so Pak 
TV is often showing the victory 
celebrations as Doordashan 
viewers settle down to watch the 
pre-match analysis. 

Pak TVs live coverage is good 
news for football fans, but not 
apparently for a true nationalist like 
Naqvi who cant bear the thought 
of Bombay's cfisco bars showing 
Pak TV every night 

Alpine descent 

At least one country - other than 
Croatia - got a bit of a buzz out of 
Croatia's dumping of Germany 
from the World Cup on Saturday 
night The Swiss are smarting from 
a series of German snubs. 

First came the Eurovision song 
contest Switzerland has always 


been able to count on its 
neighbour to award its modem-day 
yodel lers a few points, but this 
year the Germans switched their 
support and Switzerland was the 
only country not to receive a single 
point 

Then the Germans torpedoed 
Switzerland's increasingly 
desperate etforts to sign a trade 
treaty with the European Union. 

The final indignity came last 
week with news that the German 
foreign ministry has transferred 
Switzerland to a new diplomatic 
pigeon hole. Up to now, it has 
been ranked alongside France, the 
Benelux countries, and Austria. In 
future it win rub shoulders with 
Albania, Bulgaria, Turkey and 
Cyprus. 

The official reason is that 
Switzerland is not an EU member. 
German foreign minister Klaus 
Kinkel will have to do better If he 
wants to avoid a diplomatic 
incident when he visits Bern later 
this year. 

Cement lining 

Maybe it's time for the banks to 
devise a new customer rating 
system to cope with the current 
hard times in the Far East, where 
the normal standard for satisfying a 
buttoned-down banker - paying 
back every cent of a loan on 
schedule - has had to be thrown 
out of the window. 

Chumpol Naiamfiang. the 
president of Siam Cement, 
certainly thinks the definition of a 
good customer isn't what it used 


to be, which is probably just as 
well - Thailand's biggest industrial 
conglomerate has admitted that it 
rnf^rt have to start delaying 
payments of principal on its 
$4bn-pius foreign debts if 
domestic demand continues to 
collapse. 

"In the good times you are fully 
expected to pay everything on 
schedule," he tells Observer. 
Today if you can pay the interest 
you are still a performing loan. If 
you can pay interest and all the 
principal on schedule you are 
fantastic. If you are somewhere 
in-between you are still considered 
a viable proposition." 

Can’t see the banks putting that 
in writing. 

Gnome alone 

Chancellor Helmut Kohl may be 
trailing in the opinion polls, but 
he's right up there In the race to 
be Germany’s top garden 
ornament 

According to the German Garden 
Gnome Museum, there are 14 
versions of garden gnome based 
on Kohl while labour minister 
Norbert BiQm comes second with 
six versions. 

The Social Democrats’ 
challenger to Kohl - Gerhard 
Sc bidder - may look great on 
television, but when it comee to 
sitting by a fishpond with a plastic 
fishing rod, he’s just nowhere: 
there's just one garden gnome 
design based on him. 

Kohl must be wishing that 
gnomes had the vote. 


But If the US corporate miracle 
loses some of its shine, it does 
not necessarily follow that Amer- 
ican companies are about to be 
knocked from their pedestal. 
There have undoubtedly been 
structural factors, as well as 
cyclical ones, behind the resur- 
gence of the 1990s. 

One has been the success of 
American companies In some of 
the fastest-growing, and most 
profitable, global industries, such 
as technology, flmnw and phar- 
maceuticals. US multinationals 
from General Electric to Coca- 
Cola have also used their power- 
ful balance sheets and cash-gen-: 
era ting abilities Intelligently, tak- 
ing advantage of economic 
disruptions around the world to 
Invest and build their market 
share. If the globalisation of busi- 
ness represents a permanent 
shift, then many American com- 
panies find themselves In a 
strong position. 

A more fundamental test of the 
durability of the corporate renais- 
sance, though, is likely to reside 
in the ability of American man- 
agers to resist the hubris that 
comes fTOm success. The slow 
productivity growth achieved 
during this expansion suggests 
that there is still a lot to be done 
- though a pick-up over the past 
two years lends some weight to 
the argument that the surge In 
capital investment that has 
accompanied the information rev- 
olution may be showing through. 

The high returns on capital 
investment provide one of the 
best indications that manage- 
ment discipline remains intact, at 
least for now. Periods of eco- 
nomic plenty are often character- 
ised by over-investment, as cheap 
capital chases ever-more mar- 
ginal projects that depress 
returns and accentuate the 
impact of the next downturn. 

For now. there are few signs 
that corporate America is com- 
mitting this error. Much recent 
investment has been in improv- 
ing the efficiency of existing 
capacity, rather than adding new 
facilities that would stand idle in 
a recession. And where new car 
plants or steel mills have been 
built, they have been among the 
most efficient in the world. 

Nucor, a company that was 
hardly known at the start of the 
decade, may soon overtake US 
Steel as the country’s biggest 
steel maker. As long as it readies 
the 25 per cent ret ur n on assets it 
targets from its new technologi- 
cally advanced mills, those 
investments will keep being 
made, says John Coxrenii, chief 
executive. “If you are the low- 
cost producer, you get market 
share.” 

This discipline may owe much 
to the corporate governance revo : 
lution of the 1990s. With more 
attention given to the interests of 
their shareholders, many compa- 
nies have used their excess cadi 
to hoy back their own shares, 
rather than pour it into marginal 
projects. 

It may be inevitable that the 
US corporate recovery of the 
1990s will come to be viewed as 
l ess dramatic and lasting than It 
seemed at the time. The reality 
is that we were never as bad as 
was suggested before - and our 
erstwhile role models in Japan 
and Germany don’t look so good 
right now,” says Mr Lester. The 
perception may well swing back 
the other way. But, provided the 
stronger management disciplines 
learnt this decade remain intact, 
the risk of a slide back into 
chronic industrial decline should 
be greatly diminished. 


100 years ago 

The Revolt In Montevideo 
After a fight ri which same four 
hundred persons are reported to 
have been killed or wounded, a0 
is reported quiet at Montevideo. 
The revolted regiments who 
started the row have made their 
submission, and the instagent 
generate have duly surrendered. 
We we told that their lives wffl 
be spared, but we could also 
weli spare such miStary 
fire-eaters who are constantly 
stirring up strife in South 
America, and of which Generate 
Garcia, Esteban and Arribk) are 
good examples. A cable informs 
us that the city Is much 
damaged by the fighting, but it 
is not probable that the 
monetary loss inflicted will be 
great. 

50 years ago 

Deadtock In Berlin 
Berlin, July 5. The Germans 
themselves to-day took two 
steps towards breaking the 
East-West deadlock in 
"blockaded" West Berlin, while 
the three Western allies were 
reported stiU discussing the 
timing of their next step - a 
Diplomatic Note direct to the 
Kremlin. Leave for all British 
troops In Berlin was cancelled 
indefinitely today so that they 
could help In the great "air 
bridge" operation bringing vital 
supplies to the two rnffion 
Germans in the Western sectors. 
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Asian angst 


One year after Thailand devalued, the 
East Asian crisis seems to be getting 
worse. The immediate financial turmoil 
ma y have died down, but the real econo- 
mies in South Korea, Thailand and Indon- 
esia are shrinking alarmingly East. Not 
surprisingly, voices are again ca l ling for a 
change of tack; throw out the IMF's tight 
monetary and fiscal policies, they say, 
and reflate. 

The argument appears beguiling- After 
ail , isn't this just the policy mix everyone 
is urging on Japan? And don't the tigers 
share the same problem as Japan - a 
desperate need to recapitalise their indus- 
trial sectors and banking systems so that 
money starts to flow around the economy 
again? 

Well, yes and no. There Is a similarity 
but also a big difference: Japan is still 
rich but the tigers are loaded up with 
foreign debt. If their governments started 
printing money, domestic and foreign 
investors would head for the exits. Infla- 
tion would rise and their currencies 
would collapse even further - exacerbat- 
ing the foreign debt burden. In short, the 
crisis would get worse, not better. 

The «mag is that tight monetary and 
fiscal policy risks a vicious spiral of 
another sort Banks burdened by bad 
loans will not lend: companies weighed 
down by debt win not invest. Put a mone- 
tary and fiscal squeeze on top of that and 
the bad loans will mount. 

There might, though, be a middle way 
between the hair shirt and turning an the 
printing presses: loose fiscal policy but 
tight money. Loose fiscal policy Is needed 
for two reasons: first to offset some of the 
economic shrinkage; second because 
recapitalising the banks will be very 
expensive. Tight money is needed 
because, unless interest rates are kept 
hi gh the governments will not be able to 
borrow the money needed far the recapi- 
talisation. 

Such an approach would not be a trivial 
exercise. Nobody really knows how much 
recapitalising the banks In Korea or Thai- 
land would cost, but figures of 20-30 per 
cent of GDP are being bandied around. 
Conceivably, domestic savers could be 
persuaded to take their cash out of bank 
deposits and put it into government bonds 
on such a massive scale. But financing 
the gap would be much easier if foreign 
investors could also be persuaded to play 
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a bigger role. For that, though, the tigers 
have to be willing to open up their econo- 
mies more d ramatically than they have 
hitherto - even if that seems like selling 
their first-born. Bringing in foreign inves- 
tors would work more quickly: more 
funds would flow in; interest rates would 
not need to stay so high, so long; and the 
economies would turn around. 

What is stopping such a strategy? Prob- 
ably not the IMF - any longer. It has been 
quietly abandoning its insistence on tight 
fiscal policy, though it has yet to develop 
a proper plan for recapitalising the ti gers' 
economies. Resistance might come from 
industry, like Korea's chaeboL After all, 
recapitalisation should involve exi sting 
owners being wiped out or, at least, 
heavily dilated. But, in such a crisis, 
tough nuts need to be cracked. 

US equities 

Actions speak louder than words. That 
is why monitoring the busting and selling 
of shar es by directors is worth investors' 
while. Not only does it help investors 
gauge an individual company’s prospects, 
but also gather clues about the overall 
direction of the stock market 

In the US, there is a lot more selling 
than buying right now. The ratio of sell- 
ers to buyers over the past four quarters 
has hit 2.7:1 - the highest level of this 
decade. 

According to CDA Investment, which 
monitors Insiders' stock d e a lin gs, this 
ratio has p roved an accurate l ea d ing indi- 
cator of share prices in the past The ratio 
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averaged 2.4:1 in 1983, presaging a difficult 
1894, when the Federal Reserve raised 
interest rates. Conversely, the ratio was 
below 1:1 - signalling more buyers than 
sellers - in 1990 and 1994. Both years were 
followed by bull markets. 

There may, of course, be secular 
changes which explain why the ratio has 
crept to new heights. The popularity of 
stock options has spread share ownership 
and a new generation of directors, with 
their wealth tied op in this way. m ay be 
selling simply to diversity their assets. 
But even cautious executives would 
hardly sell shares if they thought their 
company was cheap. Directors' actions 
provide yet another indicator that the US 
market is overvalued. 

Nomura International 

Not since Hanson's heyday in the 1990s 
has such an acquisitions m ach i n e been 
seen in the UK. Nomura International has 
spent about £9bn in three years on busi- 
nesses as diverse as pubs. Ministry of 
Defence homes and now dear old Thom, 
the television rental group. Is it a case of 
dfiJA vu or is Nomura bringing somethi n g 
new? 

The similarities are considerable. The 
targets are undervalued but basically 
sound companies with strong cashflow. 
Thorn is a perfect example. With its US 
business virtually sold for more than 
£54Qm. Nomura has paid about £83Qm for 
£730m sales and £68m operating profits 
last year - a bad one. Newly motivated 
operational managers should drive mar- 
gins back up. Even one apparent differ- 
ence — the acquisition currency - is not 
so pronounced at second glan c e The tra- 
ditional predator used shares that were 
much more highly rated - and therefore 
cheaper - than the target's. Nomura has 
access to the cheapest forms of debt 

finance: the interest rate can be much less 
than one percentage point above Libor. 

The big distinction lies in the exit. 
Nomura is looking for one. It will often 
prune as it goes - selling pubs or MoD 
houses, for instance. Within a few years a 
trade sale, flotation or securitisation of 
the cashflows is envisaged. So far, this 
approach seems to be working. But 
Nomura is still vulnerable to such shocks 
as high interest rates, recession and hid- 
den problems in its acquisitions. 
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Europe today 

Southern Scandinavia will have 
more ram, but further north it wBI 
be brighter with sunny spells and 
scattered showers. Tbs Low 
Countries. Germany. Austria, 
Switzerland and northern France 
will be cloudy with rain. Central and 
southern parts of Fiance wffl be dry 
with sunny spells. Northern parts of 
Spain and Portugal may haw 
showery rain, possibly heavy aid 
thundery in places. Elsewhere in 
Iberia and the Mediterranean there 
will be plenty of sunshine. 

five-day forecast 

Northern parts of Europe will be 
unsettled and cool for July, with 
rain or showers, the heaviest rain 
being in the Low Countries and 
northern Franca Northern parts of 
Spain and Portugal wffl have 
thundery showers. Elsewhere in 
Iberia and the Mediterranean there 
will be sunshine. 
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show first drop in 
for 10 years 


By Gsorga Grabm.BwIcfag EWof 




The world’s, top 1,000 banks saw: 
their capital cushion shrink last 
year for the first time since the 
introduction df the Basle capital ade- . 
quacy roles tea years ago. 

An annual ranking of banks com- 
piled by the Banker magaxme found 
that the combined Tier 1 capital - 
the bard core capital base composed 
of equity, retained earnings and dis- 
closed reserves - of the LQ00 largest 
institutions shrank to $l,488bn at 
the start of this year, from $l,496bn 
a year earlier. 

Though the decline was slight, it 
was the first drop after a decade in 
which the Basle rules have steadily 
compelled hanks to strengthen their 
capital bases.. 

The aggregate Basle capital ader 
quacy ratio, which measures Tier 1 
capital as a percentage of assets, 
weighted according to risk, fell from 
457 per rant a year ago to 448 per 
nont , the lowest level since 1992. 

The Banker ranked HSBC Hold- 
ings, the London-based Internationa l 
bank, as the world's strongest bank 
forth* third year in succession, with 
a capital base of $27.4hn. 

Strand place was taken by Chase 
Manhattan of the US. with capital of 
$225bn. It displaced Bank of Tokyo- 
Mltsnbishi, which dropped to fifth 
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p]nw» with capital of $l&6bn after 
recording a loss of S&2bn. Other Jap- 
anese VwTiks also suffered, with their 
losses compounded by the yen’s 
weakness against the dollar. How- 
ever. Tokyo-Mitsubishi became the 
world’s largest bank measured by 
gross assets, with $653bn, followed 
by Deutsche Bank, with $S82bn- 
Some of the world’s most valuable 
banks, measured by market capital- 
isation, -such as Lloyds TSB of the 
UK. scarcely register in the rankings 
either by capital strength or by 


The seats at the top table are sure 
to be reshuffled next year, with the 


ronsommation of mergers such as 
those between NationsBank and 
BankAmerica, which would displace 
HSBC, or between Union Ba nk of 
Switzerland and Swiss Bank Corpo- 
ration, which would vault into the 

top five. . . _ 

However, the rankings do not 
appear to show that an elite of 
global giants is pulling away from 
the rest of the pack. . 

Although the 25 largest banks . 
accounted for 29 per cent of total^ 
assets for the top 1.000, up slightly 
from the previous year, the percent- 
age remained close to the levels 
recorded in the early 1990s. 





S Africa surprises with choice 
of minister as next bank chief 


By Greta Step) hi Johannesburg 


South Africa surprised bankers at 
the weekend by appointing a politi- 
cian with no central banking experi- 
ence to head the Reserve Bank when 
the governor, Chris Stals, retires in 
August next year. 

Bankers described the appoint- 
ment of Tito Mboweni, labour minis- 
ter, as contr o versial because he -bad 
little relevant experience and had 
often ramo under fire from business 
for his labour laws. 

Saturday's announcement fol- 
lowed attacks on the rand which 
have ' wiped about 30 per cent off the 
currency's value against the dollar 
this year arid have forced interest 
rates to 13-year highs. 

Last week .the rand lost about 8 
per cent, closing at R&38 to the dol- 
lar on Friday after touching a low of 
R6.48. Mr Mboweni, 39, acknowl- 


edged that be had much to learn 
about central banking. . 

. Hie would leave the labour minis- 
try this , month to devote a year to 
building up bis knowledge by work- 
ing with" Mr Stals and visiting cen- 
tral banks in other parts of the 
world. 

He intended to be “very quiet 
about policy while gaining know- 
ledge. 

“There will be no surprises,” Mr 
Mboweni said- He would not try to 
insulate South Africa from the 
pffora; of globalisation and vowed to 
be “hard and difficult and tough” as 
governor. He would, relinquish his 
position on the African National 
Congress’s executive. 

While In exile, Mr Mboweni 
obtained an MA degree in d evelop- 
ment economics from the University 
of East Anglia In the UK and worked 
for the ANC in Zambia. He returned 


to South Africa in 1990 and became 
head of the ANC’s economics desk 
before being appointed labour minis- 
ter after the first democratic election 
in 199*- - 

As labour minister, be was often 
accused by business people of mak-- ’ ^ 
ing South Africa’s labour market ' 
more Inflexible. It was during his 
tenure that South Africa brought In 
a new Labour Relations Act and 
Basic Conditions of Employment 
Act. which both drew harsh criti- 
cism. 

Bankers were cautious in their 
reaction to the announcement of the 
appointment “Mr Mboweni is not 
the natural choice. He will be a 
wo rr y factor for the markets until 
we see some statements that will 
give clarity on what his governor- 
ship will be like,” said Mike Vosloo. 
manag in g director of the Standard 
Bank group- 
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Belgium’s KBC to appeal 
over ruling against merger 

The fata of KBC, the Belgian financial services 
group created by the merger of Kredietbank. co- 
operative bank Cera and ABB, an insurance com- 
pany. has been in legal no-man's land since a 
Brussels commercial court ruled the link-up Illegal. 
But the company is seeking to convince an 
appeals court to reverse the ruling. Page 25 

Wall St imfazed by strike at GM 

The month-long strike at two parts plants marks a 
new low in relations between General Motors, the 
biggest US car manufacturer, and the United Auto 
Workers union. The stoppage has halted almost all 
of GM's North American assembly lines. But that 
has not fundamentally changed WaH Street's view 
of the company. Market Movers, Page 22 

Attention focuses on yen again 

With the yen in the bal- 
ance and other markets 
seemingly dependent on 
its fate, Japan will again 
be the focus of attention 
next week. The battle 
lines in the forex mar- 
kets are drawn. On one 
side are those who think 
the yen will fail from 
about Y140 against the 
dollar to Y1 60 and 
beyond- Others take 
heart from signs of Japanese financial reform and 
the yen's greater stability. Currencies, Page 28 
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Motorola expected to fall into loss 

Motorola, the US telecommunications and technol- 
ogy group, is expected to faU into the red when it 
reports second-quarter results on Tuesday. The 
First Call consensus of 23 analysts' forecasts is for 
a second-quarter loss of 4 cents a share (62 cents 
earnings). Companies Diary, Page 26 

Nuclear tests hit Sri Lanka's stocks 

Sri Lanka's share prices have been falling for the 
past two months. The slide was accelerated by 
India's and Pakistan's nuclear tests. Since May 4 
when prices peaked on the Colombo Sock 
Exchange, the all-share price Index has lost 26 per 
cent. Emerging Markets, Page 24 


Europe cheered by Japanese rally 

Pan-European equities edged higher, buoyed by 
the recovery in Japanese equities as the govern- 
ment launched its latest attempts to revitalise the 
economy. Four stock markets, Amsterdam. Frank- 
furt, Paris and Zurich, hit afi-tfme highs. Page 29 

Bond Issues hit another high 

Despite the absence of emerging market borrow- 
ers. international bond issuance hit another high m 
the first six months of 1998. According to Capital 
Data Bondware, which tracks activity in the mar- 
ket, bond Issuance reached $534.9bn from Janu- 
ary to June. International Bonds, Page 25 

Dealers predict continued Dax rise 

Dealers expect Germany’s Dax blue chip index to 
breach 6,000 shortly. Leaked Information about 
Germany’s unemployment figures, revealing a fall 
to June, showed the economic recovery has been 
more robust than previously thought. Page 26 
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AiTKEN ON TRIAL 

Former UK Conservative government minister 
Jonathan Aftken appears In a London court today 
accused of perjury and perverting the course of 
justice. The case foUows the collapse last year of 
Aitken's Dbel suit against a newspaper. 

GERMAN BUDGET 

The Bonn cabinet will agree the draft federal 
budget for 1999 and a mediiffn term financial plan 
to 2002 on Wednesday, emphasising Chancellor 
Helmut Kohl's babel that his coalition government 
wffl be returned to power in September. 

ELECTION WATCH 

Japan win send a 30-member team to Cambodia 
on Friday to monitor the country's general election, 
scheduled for July 26 under a Japanese- 
sponsored peace plan. 
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Risk-free bond trading link planned 

London Clearing House’s pioneering electronic system would charge fee to offset exposure 


Satellite 
group set 
for market 


By Edward Lucs 


The London Clearing House - 
the body which clears and 
settles contracts traded on 
London’s derivatives and com- 
modity exchanges - is plan- 
ning to set up the first risk- 
free system for bond market 
trading. 

The automated trading sys- 
tem, which would be known as 
Coredeal, wfl] be developed in 
co-operation with the Interna- 
tional Securities Markets Asso- 
ciation, the trade body for the 
international bond markets. 

The launch of the 24-hour 
electronic system - expected 


by about mid-1999 - would 
mark a significant departure 
from normal bond market 
practice. 

“This would lower the cost 
of capital for banks and others 
who are active in the second- 
ary bond markets," said a 
senior bond trader at a US 
investment bank in London. 

Under current practice, 
when two players trade a bond 
with each other they incur the 
risk that the other party will 
default on the contract. Both 
parties have to put up 
collateral against the risk that 
the other party will fail to 
deliver - an expensive use of 


their capital. Under the new 
system, the London Clearing 
House would assume the 
“counterparty risk" of the 
transaction in exchange for a 
small fee. 

Banks which trade on the 
London International Finan- 
cial Futures and Options 
Exchange, London's deriva- 
tives exchange, or on the com- 
modity exchanges (such as the 
London Metals Exchange) 
which are cleared by the LCH, 
would be able to offset their 
exposure in those markets 
a gains t their exposure to the 
bond markets through a single 
account with the LCH. 


In other words, banks would 
he able to “cross-margin", or 
integrate their separate expo- 
sures into one book. This 
would be more efficient in 
terms of their capital. 

“The name of the game now- 
adays is efficiency of capital." 
said a member of Liffe. "The 
goal of eliminating or reducing 
counterparty risk Is central to 
that" 

The LCH, a non-profit organ- 
isation which is owned by 123 
banks and financial institu- 
tions. also recently submitted 
a bid to become the first Insti- 
tution to clear transactions in 
the over-the-counter (OTC) 


derivatives market In the US. 
The proposal, which is being 
assessed by the Commodity 
Futures Trading Commission, 
would, for the first time, 
remove counterpart)’ risk for 
banks trading in the OTC 
derivatives market. 

If accepted, the creation of a 
cl earing system for the OTC 
market would e limin ate one of 
the main competitive advan- 
tages enjoyed by official deriv- 
atives exchanges - zero 
counterparty risk. 

The other advantage of trad- 
ing on an exchange is the exis- 
tence of standardised bench- 
mark contracts. 


Creation label plans to set up 
internet site to sell music 


By Alice Rawstfwu 

Creation Records, the 
independent UK record label 
with Oasis and Primal Scream 
Hmnng its acts, plans to push 
the use of the internet to a 
new level by launching a site 
that will sell mnsic and may 
relay live concerts and band 
interviews. 

The internet’s potential for 
selling music directly to 
consumers is one of the most 
important issues facing the 
record industry. The growing 
popularity of digital distribu- 
tion threatens to destabilise 
the traditional relationship 
between musicians, record 
labels and retailers. 

Alan McGee, Creation's 
chairman, recently caused con- 
troversy in the industry by 
suggesting that bands will 
increasingly choose to distrib- 
ute their music over the inter- 
net rather than channelling it 


through record companies. 
However, until now Creation, 
like most other labels, has 
used the internet purely for 
promotional purposes. 

The company, 49 per cent 
owned by Sony, the Japanese 
electronics and entertainment 
group, has assembled a team 
of senior executives headed by 
Mr McGee to devise proposals 
for a considerably more ambi- 
tions site. 

Creation said the new site, 
which it hopes to launch by 
early autumn, will offer a sales 
facility. Consumers will be 
able to e-mail their orders for 
its recordings, and pay for 
them by credit card on a 
secure system. As technology' 
advances, Creation intends to 
add a digital delivery' option. 

The site is also likely to use 
the latest technology to trans- 
mit special events such as per- 
formances by Creation artists 
or interviews with them in the 


recording studio or on tour 
buses. Creation plans to pro- 
vide links to other internet 
sites, inducting possibly foot- 
ball ones, unofficial sites 
devoted to Creation acts and 
charity ventures, like the site 
run by The Big Issue, the mag- 
azine sold by the homeless. 

When the site goes on line 
Creation will be one of the few 
large labels to sell over the 
internet Some are doing so on 
an experimental basis, includ- 
ing Sony and Warner in the 
US. and Island Records, a Poly- 
Gram subsidiary, in the UK. 

Other record companies 
have eschewed online sales, 
partly because of concern 
about alienating retailers. 
However, a recent study by 
Market Tracking International, 
the research consultancy, esti- 
mated that $3.9bn worth of 
music. 7.3 per cent of global 
sales, will be sold over the 
internet by 2005. 



Nat gain: Liam Gallagher at Creation band Oasis Picture: AP 


Ikea rated among Sweden’s top three businesses 


By Thu Burt la Stockholm 


The Ikea group, which controls 
the world's largest furniture 
retailer, could be valued at 
more than SKrlOObn ($l2.5bn) 
if It came to the stock market, 
according to financial research 
published in Sweden. 

Such a move would rank the 
privately owned Swedish busi- 
ness. which is based in the 
Netherlands for tax purposes, 
behind the telecommunica- 
tions group Ericsson and 
Astra, the pharmaceutical 
company, as the country's 


third largest corporation - 
ahead of carmaker Volvo. 

The author of a new man- 
agement book about Ikea. how- 
ever. says that Ingvar Kam- 
prad. the founder and 
chairman of the company, is 
unlikely to seek a listing if it 
meant breaking up a complex 
web of family controlled com- 
panies that receive 3 per cent 
of Dtea's total revenues each 
year. 

“The K amp rad sphere of 
companies is worth three to 
four times more than Sweden's 
most well-known financial 


dynasty, the Wallenbergs," 
according to Stellan Bjiirk, a 
Stockholm-based economist 
and author. “But it has proved 
so profitable that they do not 
need to come to the market" 

Although Ikea does not pub- 
lish full results, the group's 
profits after tax are thought to 
have risen more than 20 per 
cent last year to SKr3.7bn. 
Turnover increased from 
SKr3S2bn to SKr46.4bn In the 
year to August 1997. 

“Earnings after tax amount 
to more than 8 per cent of 
sales, which is a couple of per- 


centage points higher than 
analysts previously believed," 
said Mr Bjflrk. 

Ikea, which has its head- 
quarters in Denmark, would 
not comment. 

The figures - contained in a 
new book: Ikea, the entrepre- 
neur, the business concept, the 
culture - were compiled follow- 
ing an eight-month investiga- 
tion. 

Researchers established that 
the Kamprad sphere, spanning 
three holding companies, had 
equity capital of close to 
S4.5bn. 


They also found that Inter 
Ikea, the business which owns 
the brand and collects royal- 
ties from retail operations, 
holds much of its funds in off- 
shore banks in the Nether- 
lands Antilles and Luxem- 
bourg to minimise liabilities 
for inheritance and corpora- 
tion tax. 

Inter Ikea and its sister com- 
pany Ikano, which operate sep- 
arately from the main group, 
control a portfolio of interests 
including property, bonds and 
shares as well as two banks 
and an insurance company. 


value of 
near $6bn 

By Cathy Newman 


Societe Europeenne des 
Satellites, the owner of the 
Astra satellites, will be valued 
at LFr223.Jbn <$5.98bn) after 
its initial public offering on 
the Luxembourg stock 
exchange today. 

Its satellites are used to 
broadcast channels such as 
Sky Sports, and programmes 
for tbe BBC to Europe. 

Fiduciary depositary 
receipts, which wilt be issued 
instead of shares, begin trad- 
ing today after being pricc-d at 
LFr 6,000 each, at the top end 
of the range. A 15 per cent 
stake is being floated, raising 
LFr37Jba The offer was more 
than six times subscribed. 

Remain Bauscta, director 
general of SES, which is based 
in Luxembourg, said: “The 
overall demand demonstrates 
the investor community's 
recognition of our unique posi- 
tion. and their belief in the 
growth prospects of the 
company." 

SES, which is not raising 
any fresh money through the 
flotation, wall also be quoted in 
London on Seaq International. 

SES is the biggest European 
satellite operator. More than 90 
per cent of European house- 
holds subscribing to cable and 
satellite receive one or more 
channels via Astra. 

SES owns seven Astra satel- 
lites. each of which costs up to 
S250m to manufacture, insure 
and launch. Four additional 
satellites are under construc- 
tion. These will be used to 
broadcast digital services into 
the UK and Ireland and to 
expand SES's coverage into 
Eastern Europe. 

SES's customers include the 
BBC. British Sky Broadcast- 
ing. the UK pay-TV company, 
the German Kirch group, the 
French Canal Plus and Viacom 
of the US. Employing just 260 
people. SES had revenues of 
LFr 18.4bn last year. 

FDRs are being issued 
instead of shares to ensure 
SES's independence by pre- 
venting any one shareholder 
having more than 10 per cent 
of the voting rights. 

Deutsche Bank, Dresdner 
Klein wort Benson and Morgan 
Stanley Dean Witter were the 
joint global coordinators and 
joint lead managers of the 
international offer. Banque 
Generate du Luxembourg was 
the lead manager of the Lux- 
embourg offer. 
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Trackers tempt 


backlash 


Perhaps Karl Marx was 
misquoted. Could it have been 
index-tracking; rather than 
capitalism, which he predicted 
would “sow the seeds of its 
own destruction"? 

The art of matching stock 
market indices seems to be In 
the process of sweeping the 
world. In the UK, some poor 
recent results from the “big 
four" pension fund managers 
are prompting trustees to 
consider the tracking option. 
In the US, Vanguard's S&P 500 
tracker is repeatedly showing 
the ability to outperform the 
frenzied efforts of the active 
managers. Hie arguments in 
favour of tracking - low costs, 
the efficiency of markets - 
have become so popular that 
the UK government is 
considering giving its mark of 
approval for new tax-free 
funds only to trackers. 

So it must be time for the 
backlash to begin. The first 
counter-attack is the “bubble" 
argument - that index 
manag ers represent “dumb 
money” that is forced to buy 
stocks no matter how 
outlandish their valuations. 

A good example was tbe 
demutualised UK building 
societies in 1997. Because 
shores in the societies were 
split among their many retail 
savers, institutional investors 
and. of course, trackers were 
underweight in the stocks. 
That prompted a run-up in the 
share price that seemed 
unwarranted by the 
companies’ prospects. 

Index managers point out in 
their defence that they are far 
from dumb - they do not rush 
in to buy new issues on their 


first day - and that active 
managers, frightened of being 
too far out of line with the 
benchmark, are just as willing 
buyers of index entrants. 

But one could foresee, in the 
UK at least, a further 
extension or (he bull market if 
active value managers, 
currently overweight in cash 
and small and medium-sized 
companies, are replaced by 
trackers, who are by definition 
fully invested. The second, 
longer-term, argument is the 
Marxist one. Markets are 
efficient only if investors and 
intermediaries pore over the 
information produced by 
companies and move prices to 
reflect the published data. 

But trackers do not process 
information, nor do they belp 
pay for the services of the 
company analysts. As the 
market share of tracking rises, 
logic would suggest that the 
market will employ fewer and 
fewer analysts. Already, many 
are migrating to the “buy" 
side, to be in-house pundits. 

At some point therefore, the 
market will stop being an 
efficient processor of 
Information and prices will no 
longer reflect the published 
data: in short it will cease to 
be efficient. That win give 
active managers the chance to 
outperform the indices and the 
tracker managers once again. 

However, it might be a long 
time before such an extreme 
situation occurs. The belief 
thnt manag ers can achieve 
consistent outperformance has 
been surprisingly stubborn in 
the face of all the evidence. 
One can, after all, point to the 
success of Warren Buffett, 


although the sage of Omaha's 
portfolio has never resembled 
anything like the holdings of a 
conventional pension fund 
manager. 

In any case, some index 
managers argue that, even if 
70 per cent of the market was 
managed on a tracker basis, 
share prices would still be 
efficient And tracking has not 
achieved that level in its two 
most successful markets; the 
US and the UK. 

Nevertheless, there are some 
medium-term threats to tbe 
rise of the trackers. The first is 
the idea, prevalent among 
retail investors, that index 
funds are somehow "safe”. The 
UK government's stamp of 
approval for tracker funds will 
only exacerbate the trend. In 
the US, Vanguard has gone to 
some lengths to educate 
investors about trackers, even 
to the extent of sending them 
literature about bear markets. 
But those who stubbornly 
harbour tbe disillusion of 
safety may be deeply upset if 
tbe indices start heading in 
the wrong direction. 

An alternative threat might 
come from a different type of 
market, such as the 1965-82 
period when the Dow Jones 
Industrial Average made no 
progress. It was still possible 
to make money in equities 
over the period but stock 
picking was at a premium. 

Suppose the “new nifty fifty” 
stocks have become 
overvalued and suppose value 
as well as small company 
stocks are unjustly neglected. 
That might just provide some 
scope for active managers to 
justify their existence. 
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CABLE PURCHASE WILL ALLOW GROUP TO OFFER INTERACTIVE GAMES WITH LAUNCH OF DIGITAL SERVICE 




CWC takes £13m stake in Two 


COMMENT 


By Catty Newman 

mmmmwmm ■ M. ». M HIWNIvwinJIHinuMtllN «*#"*■ 

Cable & Wireless Comm- 
unications. the UK’S. biggest 
cable operator, will today 
announce the purchase of a 
substantial stake in an inter- 
active television company. 

The acquisition of a 50.1 
per cent stake in Two Way 
TV will allow CWC to offer 
its customers Interactive 
games with the launch of 
its 20&-channel digital 


television service. 

Two Way TV, which was 
formed in 1992 and is based 
in London, allows viewers to 
compete Hve with contes- 
tants on programmes such 
as Mastermind, Supermarket 
Sweep and A Question of 
Sport. Its services will be 
offered to CWC customers 
next year. 

The company has been 
conducting a trial in the 
Midlands for several years 


and has been backed by Lad- 
broke, the gaming and hotels 
group, and Vencom, a US 
venture capital outfit. 

CWC spent £l3m in cash 
on new shares in Two Way 
TV. Graham Wallace, chief 
executive of CWC. said: 
"Digital television will not 
Just bring us extra channels. . 
It does genuinely give us the 
ability to be interactive.” 

He added that Two Way 

TV’s games could also be 


offered to other cable opera- 
tors and British Digital, 
Broadcasting-, tile terrestrial 
pay-TV group which 
launches in the autumn. 

Two Way TV has been 
tested In 3.000 homes in the 
Midlands. The company said 
subscribers, who were pay- 
ing up to £9.95 a month, 
were using the facility for 
an average of 10 hours a 
week. 

During the trials, Two 


Way TV subscribers who, 
bought a. “black box" tiK 
receive the service were 
charged £5.96 a month, or 
£9£5 if they did not buy the 
technology themselves. CWC 
is likely to charge considera- 
bly less than that 
CWC’s digital channels, 
which will be rolled out in 
certain parts of the UK later 
this year, will offer custom- 
ers movies "on demand” and 
internet over the television. 


si^plahent Two Way TV’s 
entertainment serrica 
Bill Andrewes, executive 
chairman of Two. Way TV, 
and a former head of .Gran- 
ada Rental, said people had 
been nervous about buying a 
box to receive interactive 
television. S elling a stake to 
CWC meant Two Way TV 
became “part of a much hlg- 
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Deltron to grow Behind Ikea - The Kamprad Sphere 

with FFrlOm Tim Burt looks at what' the SKrIOObn furniture money machine is made up of 

_ p-very product sold by 

S ernan our chase 

VilltKJV witb a useful MObelfakta 


By Susanna Voyte 

Deltron, which makes and 
distributes electromechani- 
cal components, is today 
expected to announce it has 
bought French competitor 
Semap for FFrlOm (£990.000). 
Semap makes and distrib- 
utes electromagnetic compa- 
tability filters, used to 
reduce the level of electro- 
magnetic interference from 
electrical appliances. The 
deal is Deltron's third Euro- 
pean acquisition in just over 
a year. 

Christopher Sawyer, chief 
executive, said trade in the 
filters was set to boom as the 
rate of mobile phone owner- 
ship soars, and their poten- 
tial to disrupt equipment 
increases. 

He said Deltron was also 
looking to see if the filters 
had a preventative health 
application after the recent 
advice to pregnant women 
that radiation from the lat- 
est generation of digital 
phones could threaten the 
health of unborn babies. 

Mr Sawyer said the level 
or electromagnetic pollution 
was growing all the time - 
with European Union esti- 
mating that it doubles every 
two years. “Various medical 
bodies are beginning to ques- 


tion and research what 
affect radio frequencies are 
having on the body and the 
mind." he said. 

"Having taken a conscious 
decision to expand into 
Europe we will continue to 
take advantage of the pres- 
ently high level of sterling to 
extend our presence outside 
the UK”, said Mr Sawyer. 

Semap is owned by Talma 
Group, a privately-owned 
industrial and property 
group. Deltron will also have 
to pay up to FFr5.35m. 
dependent on the net assets 
of the business. Semap 
incurred a pre-tax loss of 
FFr924,000 on turnover of 
FFr24. lm in 1997. Mr Sawyer 
said the acquisition should 
prove earnings e nhan cing 
within the first 12 months of 
ownership. 

Mr Swayer pointed out 
that Deltron was at the "bor- 
ing” end of the electronics 
market, sourcing a range of 
filters, switches, connectors. 
However, the positive side 
that was that Deltron had no 
exposure to the downturn in 
the semiconductor market. 
Deltron's pre-tax profits for 
the year to September 30 
1997 rose 17 per cent to 
£2.7m, on turnover of £28 .5m. 
Analysts are forecasting pre- 
tax profits of £S-3m for 1998. 


Rescue for GAN 
nears completion 


By Amkew Jack in Paris and SBC Warburg advised 

the French government. 

The French government is to Dresdner Klein wort Benson 
buy back the 18 per cent of and hazard Frfrres advised 
outstanding quoted shares in Groupama, and Morgan 


E very product sold by 
Ikea. the world’s largest 
furniture retailer, comes 
with a useful MObelfakta 
label, outlining details of 
size, durability, function and 
workmanship. 

Ingvar Kamprad, the 
group's reclusive chairman, 
believes the labels carry all 
tbe information most cus- 
tomers need to know about 
the business he founded in 
Sweden 55 years ago. 

The 72-year-old entrepre- 
neur is more reluctant to dis- 
close details of Ikea’s profit 
margins, corporate structure 
and taxation policies. 

Such issues are certainly 
not addressed in the compa- 
ny's brief annual trading 
statement, which empha- 
sises instead Mr Kamp rad’s 
"social ambition” - to offer 
well designed and functional 
furniture at prices so low 
most people can afford it 
Behind the grand vision, 
however, lies a hugely profit- 
able business empire, boast- 
ing more than 140 stores in 
29 countries. Newly pub- 
lished research in Sweden 
suggests that its profits rose 
21 per cent last year to 
SKr3.7bn (£2S0m) on sales 
that jumped from SKr38J2bn 
to SKr46.4bn. 

For the first time, details 
have also started to emerge 
of the complex holding struc- 
ture erected by Mr Kamprad 
and his family to minimise 
tax liabilities and guarantee 
cashflow to new business in 
areas such as banking, 
insurance and property. 

Swedish economist Stellan 
Bj5rk, tbe author of a new 
book examining Ikea, says 
that accounts filed in the 
Netherlands, Luxembourg 
and Ireland indicate that the i 
"Kamprad sphere” could 
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communications group, and 
Astra, the pharmaceutical 
company. The sphere is an 
economic giant with a 
reported capital of approxi- 
mately $4.5bn (£2.69fan)." 
says Mr BjcSrk. "Ikea itself Is 
a money machine." 

One senior Ikea executive 
has described the unauthor- 
ised book - Ikea, the entre- 
preneur, the business con- 
cept, the culture - as 
“irritatingly accurate”. It 
shows that the furniture 
retailing operation,, con- 
trolled by a Dutch-registered 
charitable foundation, sus- 
tains a network of other 
companies by paying 3 per 
cent of its annual turnover 
as royalties to Inter Ikea. a 
Kamprad family vehicle. 

'Ingvar Kamprad believes 
that the equity in Inter Ikea 
could be used to sustain tbe 
furniture business through a 


achieve a capital isatiou of downturn, while the fixed 


GAN, the state-controlled 
insurance group, at FFr170 
(£16.98) each. 

If the state succeeds in 
obtaining at least 95 per cent 
of the shares it will launch a 
compulsory purchase of the 
remaining capital at a price 
to be determined by an inde- 
pendent accountant 

The action follows the pur- 
chase by Groupama, the 
French mutualist or the core 
insurance activities of GAN 
last week for FFrl7.25bn, 
accompanied by additional 
guarantees by tbe state of up 
to FFr2.9bn- 

Tbe sale brings close to 
completion the terms of a 
FFr23bn state bale-out for 
GAN launched in 1997, 
which led to tbe restructur- 
ing and sale of GAN and its 
commercial subsidiaries, 
including CIC. the banking 
group, and UIC, a specialist 
property arm. 

Goldman Sachs advised 
GAN on the privatisation 


Stanley acted for Swiss Life, 
which lost out in the bid. 

Groupama's credit rating 
- currently AA by Standard 
& Poor’s - has been placed 
on surveillance and Is likely 
to drop following the 
merger. 

The company said the deal 
creates France’s second larg- 
est insurer, with FFr7&5bn 
in turnover and FFr250bn in 
assets under management 

The mutualist has pledged 
to invest FEr2bn in GAN, 
including FFrl.4bn in com- 
puter systems, FFr350m in 
staffing and FFr200m in mar- 
keting. It has promised to 
maintain the total employ- 
ment level until 2003, to rein- 
vest all GAN's profits within 
the group, and to improve 
profit in GAN's operating 
subsidiaries through a pro- 
gressive reimbursement of 
their debts and shift in stra- 
tegic investments they held 
into the GAN holding com- 
pany. 


more than SKrIOObn if the 
whole group was listed. 

The valuation Is based on 
forecast profits this year of 
SKr6bn for the group and a 
conservative price equity 
ratio of 18. On that basis, 
Ikea would be Sweden's 
third largest company 
behind Ericsson, tbe tele- 


royalty payments put pres- 
sure an the retail side to per- 
form,*' says Mr Bjflrk. 

Much of Inter Ikea’s capi- 
tal is thought to be held. In 
turn, by holding companies 
registered in Luxembourg 
and the offshore banking 
centre of Curacao in the 
Netherlands Antilles. Funds 


fe-jEroaB' wrrrai*?-: i 

1 from those companies have 
1 helped finance the empire's 
i third leg; Beano, 
i Businesses within the 
■ Zkano grouping - jointly 
' owned by Mr Kamprad's 
; three sons - include banking 
and pro p erty operations and 
! a 75 per cent stake in Habi- 
- tat, the UK furniture chain, 
acquired in 1992. 

In his hook, Mr Rjtirk cal- 
culates that if the Kamprad 
family floated all its 
operations while retaining a 
40-50 per cent stake, its share 
portfolio would be worth up 
to SKrSObn. 

A recent poll of Swedish 
equity analysts named Ikea 
as . one of the companies they 
would most like to see on 
the stock market. But the 
Kamprad family has so far 
shown no inclination, to seek 
a listing. 

“The company generates 
so much free cashflow that it 
can finance all Its expansion 
plans without needing to i 
float,” according to one 
retail analyst in Stockholm, i 

Other analysts put Ikea’s i 
success down to a rigorous i 
cost control programme and < 
its decision to take a stake < 
in some of its suppliers, ft j 
also plans to contain menu- i 


factoring costs by b undin g 
up to 20 factories in eastern 
Europe. Mr Kamprad, writ- 
ing in Ikea’s corporate bro- 
chure, says; "Our costs have 
risen by several per cent in 
recent years. Every cost has 
to be borne by our custom- 
ers and this conflicts with 
our goals.” 

Nevertheless, Urea's dose 
relationship with some 2,000 
suppliers in 70 countries has 
helped it maintain prices 
more than 20 per cent below 
the average in furniture 
retailing. 

This type of company is 
known as a category killer 
as it tends to knock out tra- 
ditional actors in the same 
line of business," says Mr. 
BjOrfe. 

Senior managers at Ikea. 
who declined to comment an 
Mr BjOrk’s findings, balk at 
such a ruthless image. They 
say rivals should match 
Ikea, rather than accuse it of 
distorting the market. 

In spite of his shyness 
over profits and tax struc- 
tures. Mr Kamprad is vocal 
about the need to keep 
expanding. “If we fail to 
develop our concept, others 
win do so. Nothing is as old 
as yesterday’s success.” 
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belief that half the UK popu- " 

latum will be hooked up to ; 
mobiles in 2002 rather than , 

2(XH, as previously expected. ibs? 08 E 

Reaching 50 per cent penetra- - . • •• 

tion by 3004 looks feasible, aw* «*■**■■■* .. . 

Getting there by 2002, on the 

other hand, requires a near doubling of the current run-raw 
of subscriber growth from just ovw 2m a year to around to 
That could be possible but it does assume that an economic 
downturn does not dent consumers’ ent h us i as m fear mobile 
phones. It is not dear that mobiles are now essential rather 
than discretionary items. Another assumption b e h ind cur- 
rent valuations is compound annual earnings growth of 
around 15 per cent for 10 years before the stocks revert to a 
market rating. This fn turn assumes margins are not hit by 
failing revenues per subscriber. Optimists hope that recent 
price cuts will be offset by rising call volumes and new 
customers. This ignores the threat to margins from regula- 
tion and, potentially, competition from the next generation 
of mobile licences. The doubling of Orange's and Vodafone’s 
share prices in six m«m-hs suggests that the market has not 
. b* wi efficient at valuing fut u re growth. But it has certainly 
made up for lost time. Current share prices look vulnerable 
if any of the positive assumptions turn sour. 

Talk Radio 

Who said Talk Radio was the poor relation of the media 
sector? Not only has theprwpect of running the speech-only 

I station attracted Kelvin MacKenzie - ex-Sun. ex-Li ve TV. 

I ex-Mirrar - out of newspapers and television. The bidding 
for Talk Radio has reached pretty punchy levels. Mr Mao- 
Kenrie’s consortium values the channel at nearly 7 times 
last year’s sales. Do not ask about pr ofit - Talk Radio lost 
£l0m last year. And with the economy slowing, tbe task of 
polling in advertisers will get harder. Mr MacKenzie may 
have a compelling strategy that will make such a high price 
pay. Bat if he does, he is not yet talking about iL 
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BIOTECHNOLOGY^ 

Kiotech sniffs out drug 
to alleviate anxiety 

The world's first drug to work by smefl is to begin clinical 
trials this month. Kiotech, a UK biotechnology company, has 
appfled for approval of 'a drug to alleviate anxiety. At the 
same time, the company Is preparin g to launch tissues which 
enhance sexual attraction. These Xctte! wipes, wiS be sold 
through vending machines in night-dubs for El each; they wffl 
undergo trials in three British does from the end of this 
month. Kiotech is developing a family of odour drugs to 
relieve anxiety and sleeping disorders and to aid weight loss. 
The drugs activate the receptor cells In the nose that translate 
emails into brain signals. Kiotech has appointed Pharmako- 
pius, a British contract development company, to oversee an 
appfleatfon to the Medicines Control Agency for approval of 
its first drag, Osmone 1, which is believed to relieve anxiety. 
The company estimates that the licensing of Osmone 1 win 
cost around Elm and take two to three years. By proving its 
medical efficacy, Kiotech hopes to position Osmone 1 in the 
pharmaceutical mainstream rather than the alternative health 
market Jenny Luesby 



MacKenzie set to win Talk Radio ' 


By Cafay H a w man 

A group led by Kelvin 
MacKenzie, former editor of 
The Sun newspaper in the 
UK, was last night leading 
the race to fake control of 
Talk Radio after outbidding 
the only other known con- 
tender. 

Mr MacKemae's bid, which 
is backed by News Interna- 
tional, Rupert Murdoch's 
newspaper empire, and MVI, 
the venture capital group, 
values the station at about 
£25m. 

Talk’s management, sup- 


ported by United News & 
Media, owner of The 
Express, and Guardian 
Media Group, bid about 
£20m. They are currently 
revising their offer, but do 
not meet until Wednesday 
this week. 

GLT-Ufa. the Luxembourg 
broadcaster, put its 63 per 
cent stake in Talk up for sale 
along with its other UK 
radio Interests. Lehman 
Brothers, the US investment 
b ank which is handling the 
sale, is thought to want a bid 
of more than £37tn. 

If Mr MacKenzie ’s team. 


which Is being advised by 
Apax Partners, the venture 
capital group, secures the 
station for £25m, it would be 
paying almost seven times 
Talk’s sales of £3.7m for the 
year to December. That 
would put a higher value on 
Talk, which made losses of 
£10m last year, than other 
radio stations which have 
changed hands at between 
four and six times turnover. 

Although the manage- 
ment's chances were given a 
boost with the news that 
Guardian had joined the con- 
sortium. it is unlikely they 


would be prepared to raise 
their bid si gnifi cantly 

The future of Paul Robin- 
son, managing director of 
Talk, is uncertain if Mr Mac- 
Kenzie 's bid wins. The pair 
have been engaged in a war , 
of words throughout the bid- 
ding contest, although Mr 
Robinson is thought to be 
willing to stay on if the sta- 
tion goes to Mr MatiKanzie. . 

GLT-Ufa is also selling 
RTL Country, a Greater Lon- 
don country music station, 
and an 80 per cent stake In 
Atlantic 252, which trans- 
mits to the UK from Ireland. 
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MB0 at Hoare Govett busts 

The management team that runs two Hoare Govett index- 
tracking investment busts with assets of more than £ 1 70 m 
has arranged a buy-out from parent oomptny ABN Amro 
Equities Holdings. The new company that will run the trusts, 
Themis Investment Management, is pert owned by investment 
trust manager JO Hambro Capital Management, which gave ' 
financial backing for the deal and will run the administration of 
the trusts. “We are defighted by the deal - ft is a good busi- 
ness and hopefully we can grow It,' said Jamie Hambro, 
chairman of JO Hambro Capital Management ABN Amro Is 
understood to have agreed the sale partly because It wants to 
pursue an active Investment management strategy. The two 
funds concerned - Hoare Govett 1000 Index investment Trust 
and Hoare Govett Smaller Companies Index investment Trust 
- are both passively managed. The price paid for the trusts, 
and the size of JO Hambro's equity stake in Themis, have not 
been disclosed. Jean Eagtesham 


Safety in 
numbers 

Zergp is one of the world’s leading 
suppliers of information security, so you 
can fee! sure that when you choose us 
you're in good company. By offering 
secure electronic communications, our 
technology enables companies to enter 
the world of e-business with 
confidence. Relax in the knowledge 
that some of the world's most 
prestigious organisations depend on 
Zeigo to protect and secure their most 
precious asset - information. 
www.zefgo.com 
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Compamj registered with the Ns iu till RcpMcr of Banks ■ Parent Company of the San Paolo Banking 
Croup ' Rcfhtncd iritft the NafwnaJ Rtyiuer itf Banking Groups ■ flegtfterrd Offlne 10121 TUrin 
Puza San Carta No. 156-Fulh PaiJ i;pCapilal:lUS.I<9 I i:s^:0jWW. fo*. No. 4352/91 ■ Tlirtn Register 
of Companies - Tribunal of Turin - Income Tax and VAT Identif. No. 0t2IO38CUl9 - AB) Code 1025-6 
Member of the Interbank Guarantee Fund 

NOTICE OF EXTRAORDINARY AND ORDINARY 
SHAREHOLDERS’ MEETING 

The shareholders of lstUuio Bancarin San Paulo dt Tonne are edited io the EMiaonlinary and Ordinary 
Shareholders' Meeting tn be held m ihe premises inTurln. Piazza San Carlo No. 158. on July 29. 1W8 at 10 
a. dl. on the first calL on July 30. 1998. at the same lime and place, on second call as in the extraordinary 
btiHirrts. and on Jal{ V. JWS.jtrfte wmc time and place, op thrrd calf as to ihietmordinary business and 
on second call as to Ow ordinary business, in discuss and apprmc Ihe tallowing 

C , AGENDA 

huraonlrcian Meeting 

1. To delegate the Board of Direcimpursuanrnun 2443 ol'ilie Julian Civil Code in llwrnano- of an 
issue of new shares pursu ant in art. 2441 parj 8 of the Italian Civil C ode and an. 134 of Legislative De- 
cree Na SS of2/24'I998. C nnsequeni amendmeni to ait 6 ofihe Articles or Association, retevtmt res- 
afulions and revocation of the defepuion conferred on (he Board of Directors at (he Shareholders' 
Meeting on April 28. 1 01 *?; 

2. Piupitved merger thrmtgh incorporation into Iitituto Bancario Son Paolo di Torino S.pA oflsWUlo 
Mobil are fukutoSLpA and proposed umcndmeni 10 jnicta i i corporate name L 2 ( Registered Of- 
ficel 4t rctamiulaiion of the corporate purpose L 5 1 issue of securities 1. b i aulhorized capital). S and 9 
< call of shareholders^ 1 meeun*rand jncndaoce 1 . 1 5 r powers of the E tecut/tc Committee and remimem- 
lion ofihcDiTeelursl. lb l responsibilities of ihe Board of Directors). >7 1 convening of the Board of Di- 
rectors. reporting to the Eh wrd ot Sutuior> Audiiotv attendance m (he meeting of a delegate of ihe lia- 
lun Supervisory Banking Aulhoriiyj. IS I powers of the Chairman). 19 ( Board ofSututory Auditors). 
20 1 General Management and delegation of pemers). 21 1 legal representation and company signature]. 
22(div(dcfndl.2J(Juth(7rizjfKtnflfiJR , Barrt oflialj in f hr martcrof corporate appointments); amend- 
ment loan II tar reasons of coordination. Relevant resolutions and consequent delegation of powers. 

Ordinar y Meetin g. 

1. Administrilive ux penahks; resolutions pursuant ro art II para 6 of Legislative Decree Na 472/1997: 

2. Increase in the number of memhers of the Bturxl uf Directors and coitseq treat appointment 
procedures: 

3. Resolutions pursuant to an. 2364 para I item 3 of the Italian Civil Code and art. 15 of the Aittdes of 
Association, as amended tu the preceding extraordinary meeting. 

Shareholders tv ill hate the nght toparticipalc in the Shareholders' Meeting if. at least 5 days before the dale 
of the first call they have deposited ihcir shore certificates at the Registered Office in Turin. Piazza San 
Carlo No. 15b. or any other domestic or foreign branch of the Company, or at Monte Tiloli (tar shares 
which rt manages) 


Turin. June II 1945 


The Chairman of the Board of Directors 
Luigi Areuti 


f\roit.\t4Tiox to Shareholders 

The Company has complied with Ihe disclosure requirements m relation with the merger transaction by- 
depositing at the Registered Office the reJevant documentation pursuant to art 2501 - sexier of the Italian 
Civil Cede. 

The Companies participating in the merger have drawn up joint)}- an Information Statement ■ Prospectus in 
order to offer the maiiei afidlmtornutiveouilirw about (he merger. This document is at the disposal of any 
interested party effect nr from July 15 next at ihe Registered Office, at Monte Tiloli S.pA and at Borsa 
1 Uliana S.pA 
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77ms announcement appear* as a matter of recent only. 
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FINAXA 

3 DAYS LEFT for the Public Offer 

PUBLIC OFFER TO EXCHANGE FINAXA 
CONVERTIBLE BONDS 1994-2001 AND 1997-2006 
FOR NEWLY ISSUED FINAXA 1998-2007 BONDS 
EXCHANGEABLE FOR AXA SHARES 


The terra of the Offer are: 

• 29 exchangeable bonds for 7 1994-2001 convertible bonds. 

• 21 edtangeaWe bonds for 25 1997-2001 convertible bonds. 

The characteristics of the FINAXA Exchangeable Bond 1998-2007 are as follows: 


1 

Maturity 

January 1.2007 

1 

Face value 

FF 350 

1 

Interest rate 

3.00 *0 

1 

Redemption price 

FF 650 

I 

Terms of exchange after January 1, 2003 

1 AXA share per bond 


The public exchange offer totff end on JULY 8, 1998. 

Details of this Public Exchange Offer and of the FINAXA Exchangeable Bonds are contained 
in the Information Memorandum which has received the Approval from the French COB 
« Commission des Operations de Bourse - N’ 9S-5Q5 as of |une 16, 1998 and were published 
in the French BALO « Bulletin des Annonces Lcgales Obligations * as of June 19, 1998. 

Neither the bonds to be distributed in connection with die Exchange Offer nor the AXA ordinary 
shares for which the bondsans exchangeable have been or will be registered under the l/nited 
States Securities Act of 1933. The Exchange Offer is not being made in the United States. 
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TELECOMS GERMAN UBERaIiS/^ON CLAIMS FIRST SIGNIFICANT CASUALTY 


Head ofVeba/RWE 




By Ralph Addas ta Bam 


Germany's newly liberalised 
telecommunications market 
bas claimed its first signifi- 
cant casualty with the depar- 
ture of the head of the o.teLo 
telecoms group owned by 
Veba and RWE, the powerful 
industrial conglomerates. 

Ulf Bohla’s resignation on 
Friday followed concern at 
the parent companies at 
o.teLo's performance. Earlier 
last week. Ulrich Hartmann, 
chairman of Veba, said 
o.teLo was weaker than Its 
competitors and tts strategy 
was not clear. 


O.teLo had planned to be 
among the leading telecoms 
groups after the market’s 
full liberalisation at the start 
of this year, with plans to 
invest DMTbn ($&6bn). 

However, the company 
started its public voice ser- 
vices only In March and rap- 
idly lost ground to rival 
groups - including less 
financially strong companies 
which have offered cut-price 
services but rely heavily on 
renting telephone lines from 
Deutsche Telekom, the for- 
mer monopoly carrier. 

O.teLo failed to predict 
German consumers' prefer- 


ence for the country's "call 
by, call" system, which 
allows callers to switch car- 
riers by dialing a five-digit 
code before the number. 

ftTq pnP’gmann Arcof. the 
fixed-line telephone business 
led by the DQsseldorf-hased 
Mannesmann conglomerate, 
stole a clear lead by allowing 
customers “call by call" 
without registering. 

Until May, when it 
adopted Arcor’s strategy. 
o.teLo focused on winning 
“pre-selection" customers 
who contracted long-term - 
a market it admits las devel- 
oped very slowly. 


. Veba and RWE were also 
concerned about clashes In 
marketing strategy with 
E-Plus, the sister mobile tele- 
phone company to o.teLa 
But Mr Bahia, a former IBM 
manager, was understood to 
have been frustrated by the 
control exerted by the parent 
groups. 

Meanwhile, all sides woe 
distracted by negotiations - 
still progressing - to bring 
in BellSouth or the US as an 
additional shareholder to 
replace Cable & Wireless of 
the UK. which quit the 
Veba /RWE partnership in 
February last year. 


. BeUSooth Is thought to 
have been instrumental in 
Mr Bohla’s departure. Hfe 
successor is Thomas 
RWE . beard member with 

responsibility for telecoms.- 
Alain Bandle, respons&fe>,r 
telecoms at Veba. 
become chairman of a-' hew; 
o.teLo supervisory board. 

Veba. which holds tipper 
cent of o.teLo,. said it stiff 
atmprf to lead the German' 

market The appointment df 
managers from the parents 
signalled a determination to 
have close control of o.teLo 
and to improve co-operation 
between them. . . ; ; 


Colt to act as local carrier for Racal 


By Norma Coften 


Racal Telecom, the UK 
telecommunications group, 
is to announce today that it 
bas signed an agreement for 
Colt Telecom, the local 
exchange carrier, to be a 
local carrier of its 
long-distance services, in a 
move that will greatly 
expand Racal 's access to the 
biggest-volume users of tele- 
coms in London and other 
European financial centres. 


The deal will effectively 
make Racal a client of Colt, 
and is expected to enhance 
revenues for both. "From 
Colt’s perspective, it is a 
very good order to have," 
Colt said. 

Colt's shares have soared 
in recent months, partly on 
speculation it would be 
acquired by a longdistance 
carrier hoping to obtain 
access to the company's 
extensive customer base. Its 
shares closed on Friday at 


2,T2Sp, roughly 10 times their 
price when Colt was floated 
In December 1996. 

Colt and a handful of other 
metropolitan network opera- 
tors have carved out a niche 
for themselves because of 
their ability to offer large- 
volume customers. such as 
banks a. high-quality, reli- 
able service at a discount 

The new agreement will 
allow Racal to transmit 
directly communications 
including voice telephony. 


high-speed broad-band data 
services and video 
conferencing, to Colt's 
customers. 

Colt has specialised in 
building fibre optic rings 
around urban centres, using 
advanced transmission 
technologies. 

While Racal has extensive 
capacity for long distances, 
it has little local capacity. 
"This. will bring their ser- 
vices right to the customer's 
doorstep, " Colt said. 


GM relations with UAW at new low 

Wall Street seems indifferent to the worst strike since 1970, writes Richard Waters 



Market 

movers 


T he subdued reaction on 
Wall Street to the Amer- 
ican automotive indus- 
try's worst strike since 1970 
seems to say it all: the 
month-long stoppage marks 
a new low in relations 
between the country's big- 
gest manufacturer and the 
united Auto Workers union, 
but its eventual resolution is 
likely to have little impact 
on the long-term prospects 
for the company. 

The strike at two parts 
plants in Flint, Michigan, 
that began in early June bas 
now brought virtually all of 
General Motors' North 
American assembly lines to 
a halt. That has cost it 
227,000 vehicles in lost pro- 
duction and will wipe 
Sl.lflbn tram its profits for 
the second quarter, the com- 
pany said last week. 

However, those dire num- 
bers have not produced any 
fundamental change in Wall 
Street's view of the com- 
pany. True, GM’s shares 
have not benefited from the 
same rally that has lifted 
Chrysler and Ford in recent 
weeks, but they are still 14 
per cent ahead this year. 

That reaction in part 
appears to reflect a belief 
that the immediate damage 
from this stoppage will 
prove limited. 

GM’s plants were to bait 
anyway for a two-week sum- 
mer shutdown, starting a 
week ago. With a week left, 
there were already signs 
over the weekend that the 
talks between the company 
and its union are wanning 
up again. 

"There will be tremendous 
pressure on both sides to get 
it resolved by the end or the 
vacation period." says Doug 
Fraser, a former UAW chair- 
man. 


The two-week break has 
provided an important cool- 
ing-off period, he adds. 

If the strike does end soon, 
GM is likely to recoup many 
of its "losses" during June. 
"They can pretty much 
make everything up,” says 
David H ealy. an Industry 
analyst at Burnham Securi- 
ties. 

Other analysts are more 
cautious in their estimates 
of how much of the lost pro- 
duction can be recovered, 
but most agree the overall 
impact will be less severe 
than last week's numbers 
from GM suggest 
A longer stoppage, how- 
ever. could start to have a 
permanent impact on the 
company. GM’s share of car 
and light track sales in the 
US has already slipped to 
around 30 per cent this year, 
down from 35 per cent at the 
start of the decade. 

Ron Zarella, GM’s market- 
ing chief, hinted at the possi- 
ble damage of a longer stop- 
page last week, when he said 
GM had already cut its 
spending on marketing as a 
way of conserving cash dur- 
ing the strike. 

Losing more customers 
would add to the pressure of 
overcapacity that has lain 
behind GM’s long-running 
battle with the union. 

Mr Fraser dates the com- 
pany’s problems to an 
unwise expansion in the 
1970s and early 1980s as GM 
spent heavily to boOd new 
facilities at a time when its 
chief rivals were scaling 
back. "GM misread the mar- 
ket - and then their market 
share contracted," be says. 



Adecco 
prices 
rights at 
market 

By Wffiiam Hal In Zurich 




ean while, the funda- 
mental issues raised 
the strike are 
likely to remain unresolved. 

. From the union's point of 
view, suggests Mr Fraser, it 
was a mistake to raise the 
rhetorical heat by turning 
tire dispute into a battle over 
keeping jobs in the US. 


Of the union’s anger, he 
adds: "At the core, it is a 
feeling of insecurity, a fear 
of the future and a deep dis- 
like of General Motors." 

GM, on the other hand, 
seems unlikely to win the 
sort of concessions that 
would justify the costly dis- 
pute. It bas spent the past 
five years making inroads 
into its high cost base: but, 
as Mr Healy says: “Their 
costs are higher and their 
margins are skinnier" than 
the main domestic and for- 
eign competition. Winning 
concessions from two plants 
would have little Impact 

A US recession similar to 
the shallow economic con- 
traction seen in the early 
1990s would, probably wipe 
out GM’s profits and leave it 
with losses of around S2bn, 
Mr Healy estimates. 

That would be a marked 
improvement from the 
oceans of red Ink that threat- 
ened to drown the company 
the last time. 


However, it would be less 
impressive when set against 
the g3bn-$4bn in profits that 
Ford could still generate in a 
downturn, and the broadly 
break-even position of 
Chrysler, says Mr Healy. 

W ith the union’s next 
three-year labour 
agreement with the 
Big Three US motor vehicle 
manufacturers due next 
summer, these issues will 
come back to the fore. 

However, for now, the 
Flint dispute seems unlikely 
to provide any long-term 
answers. 

"Both sides saw this as a 
positioning strike ahead of 
the 1999 agreement,” says 
Brett Smith, senior research 
associate at the University of 
Michigan's Office for the 
Study of Automotive Trans- 
portation. 

"Neither really planned for 
this to be the knock-down, 
dragged -out dispute it has 
become." says Mr Smith. 


Adecco, which owns . the 
world's largest temporary 
employment agency chain,, 
has raised SFrSlOm <$20Sm) 
through tire first rights issue 
in Switzerland priced dose 
to the market price rather 
than at a steep discount. 

Adecco issued 500,000 
bearer shares at SFr620, ■ 
which is marginally below 
the SFr640 Adecco share 
price on the eve of the trans- 
action. The share price. has 
risen mare than 5 per cent 
since the issue . was 
announced a month ago, and 
the' new shares are being 
Issued at more than 30 times 
analysts' estimates of the 
current year's earnings. 

Felix Weber, Adecco's new. 
chief financial officer, said 
the issue was the first of Its 
type to be done “at market”. 

Traditionally, rights issues 
are priced at a discount of 
more than 10 per cent. Com- 
panies can raise money more 
cost-effectively by private 
placements but this often 
conflicts • with stock 
exchange rules that require 
all shareholders to be - 
treated equally when, raising 
new capital - so-called pre- 
emptive rights. 

The issue, which was 2.5 
times covered, was struc- 
tured as an “at market" 
rights issue entitling exist- 
ing shareholders to sub- 
scribe for one new bearer 
share for every 33 existing 
shares. In addition, new 
investors were offered stock 
by way of a book-building 
redistribution of shares not 
taken up by rights holders. 

Traditionally, the price is 
set when the rights issue is 
first announced. However, in 
the Adecco transaction it 
was fixed at the end of the 
book-building period, when 
e x isting and new investors 
were offered the same price. 

KJJ Holding and Finecco, 
which own 50A per cent of 
Adecco, took op their rights 
and it is understood that 
172,000 shares not taken up 
by existing shareholders 
were sold in a secondary 
offering. 

Adecco has had a substan- 
tial rerating since it was 
formed two years ago from 
the merger of France's Ecco 
and Switzerland's Adia. Last 
year, tt increased its reve- 
nues 34 per cent to SFTlL4bn 
and its target is to have rev- 
enues of more than SFr30bn 
in five years' time. 


CHELSEA 

BUILDING SOCIETY 
£ 6 , 000,000 
Subordinated 
Floating Rate Notes 
Due 1999 

b aecoRbnce Mfth tt* tons vd 
andb» of te Rues, note It bneby 
gwen ArI file Rat ot Moot far fee 
ttmt Mod 30 Jurat B»u 
30 Decenta I99B has beta find at 
U875 pv nstf per anon 7}» oateHD 

amoutepaSUmmvrfll*£Q,rei52 

pap** on SI Deoanber inSagafal 
pnettfanof Ok ntaort note, 
uons BANK nc 


IH 


Tbe FT can help you reach 
atfc&tiona) business readers in 
France. Our link «rilh the Fraradi 
business newspaper. Lcs Edam, 
gives you a unique ren u iimcnt 
pjverrismj; opportunity u 
capitalise an the FTs European 
radcnAip and io turner urget 
(be French business world. 
For tnfonmiian on mes and 
further details please teleptune: 

Toby Frotlcn-Crofls <n 
+44 171 873 402? 


STATE BANK OF INDIA 

Contrrd Office, Mumbai - 400 021, tndfa 

AUDITED FINANCIAL RESULTS FOR 
THE YEAR ENDED THE 31st MARCH 1998 


Perttaultts 

I AUDITED RESULTS FOR 


Year 

ended 

3 1st Mar 1998 

fees- 

. ended '' 

- 31St Mar 1997 • 


1. INCOME 



~ 

interest earned 

4019.97 

.'4163.37 


Other Income 

713.97 

\ : y " 736412. 


Toft* 

4733.94 

r - -- ;489fc» 


It. EXPENDITURE 


•* v. ■ ■ . *' 


interest expended 

2651.45 

•• '-.3WOT6'.. 


Operating Expenses 

119516 

, 1262.28- 


Provbtans and 

41614 

•" . *'57042 


Contingencies 




Total 

4262.75 

<52156 


III. PROBT 




Net praftt 

471.19 

■ 375.73 
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■Ha 39.50 

Bot«aon3l«t March 1997. 1US$ = Rt 35.91 

■ Jnftecxevtousyaar. ‘Ptov!j^&CcXTtriganci«‘ware lnc*JsAAeof toan 

Appropriation. Hence, the prevtoiB Veen's Published profit of US S 370, 18 mto hos boen changed to US 5 375,73 m*. 

been made m the iBSutts tor the had year enctad 3 103.97 t™’ Sroiarie^ouptaohas 

The Central Board have decks ed a dMdend of 40k per shwe tar ihe year 
endedj 1st march 1996 aio(ocr to necessary c^prowaifriwfia as ffeireeds 25%. 

The above resits hove been tatan on record by me Centro) Boand of ihe Bark on date. 
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Secondary offering 
US$6.9 billion 

Joint Global Coordinator and Bookrunner 
1998 Spain 


Safe of stakes in four electricity 
distribution companies 
CAESS, CLESA, DELSUR & EEO 

US$586 miJIion 


1998 


Rnanciai Adviser 




Entergy 


Saltend Cogeneration Company Ltd 
Project financing of a 1200MW 
merchant CCGT power plant 
£646 million 


Co-Arranger and Underwriter 


G Salvador 


1998 


UK 


INTERNATIONAL 


Powemet 


Financing the acquisition of the State of 
Victoria’s electricity transmission network 
US$1.3 billion 


Arranger 


1997 


Australia 


Matrai Eromu Rt 
RWEEnergieAG 
Energie Baden Wurttemberg 
Rheinbraun AG 

Financing of the retrofit and upgrade of 
an 800MW coal-fired power plant 

HUF45 billion 
Lead Arranger 

1998 Hungary 





Privatisation of the generation, 
transmission and distribution assets 


US$1.4 billion 
Joint Adviser 


1997 


Argentina 


/AO 

IR6 Energy, inc. 


Tl 


Enfield Energy Centre Lid 
Project financing of a 396MW 
merchant CCGT power plant 
£220 million 

Co-Arranger and Underwriter 


1998 


UK 


Southern Energy Holding 

Acquisition of a 26% stake in Bewag 
and related financing 

DM1.1 billion 

Rnanciai Adviser, Arranger, Underwriter and Agent 
1997 Germany 


Kyushu Electric Power Company 
Bearer Bonds 
DM 500 million 

Bookrunner • - 

1998 Japan 


mm 


Companhiado 

GaMcUatMOo 

EsmtodfeBaft* 


Sale of 66% stake in Coelba to a 
consortium led by Iberdrola 

US$1.6 billion 

Rnanciai Adviser to the Government of 
- the State of Bahia 


1997 


Brazil 



Beijing Datang Power 
Generation Co. Ltd 

First Chinese state-owned enterprise 
to list its H-shares in the UK 

US$462 million 

Joint Lead Manager and Sole Sponsor 
1997 China 


1996-1997 


NESTE 

Neste Oy 
Merger with IVO 
Rnanciai Adviser 


Rnland 



-The powerhouse. 


issued m the UK by Kleinwort Benson Limited, 
regukited by SFA 

Member of the Dresdner Bank Group; 


O Dresdner Kleinwort Benson 
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CEMENT INDONESIA MAKES MEXICAN COMPANY PREFERRED BIDDER IN PARTIAL PRIVATISATION 


Cemex set to buy stake in Gresik 


By Sander Tfrocoes in Jakarta 
and Hemy Tricks h Wstoco Ctty 

Indonesian officials have 
signed a conditional sales 
agreement with Cemex, giv- 
ing Mexico's global cement 
company preferred-bidder 
status for a 35 per cent stake 
in a partially privatised 
cement plant 

Cemex offered $287m for a 
35 per cent government 
stake in Semen Gresik, more 
than double the latest price 
Per share in the depressed 
Jakarta stock market. The 
purchase would be part- 
financed by Cemex's recent 
sale of assets in Spain for 
fasom. 

It fturther offered to buy 
the 16 per cent held by the 
public at the same price to 


obtain majority control, rep- 
resenting a cost of 8131m. It 
said it would pay the same 
price plus 8.2 per cent annu- 
ally over five years for a 
remaining 30 per cent, if the 
government wished to sell. 

The company also prom- 
ised a $12Pm bonus to the 
government if Gresik’s per- 
formance exceeded projec- 
tions by 2006. 

Sofyan DJalil. spokesman 
for the minister for state 
enterprises, said other com- 
panies would now be invited 
to top the bid within 30 
working days, as the Cemex 
offer was unsolicited. 

Preferred-bidder status 
gives Cemex the right to 
match any other bid within 
Qve days of tbe close of the 
auction period, in August. 


The only counter-bid to 
date, by Halderbank Finan- 
ciers Glarus, was not 
revealed but officials said 
the Swiss company bid less 
in price and was unwilling 
to commit itself to similar 
export targets. Mr Djalil 
added that Heidelberger 
Zement of Germany had 
expressed interest but not 
submitted a bid. 

Despite a slump in 
demand throughout Asia, 
forcing Gresik to ran at 55 
per cent of its 12.7m-tonne 
capacity. Cemex pledged to 
invest $S0m and raise capac- 
ity to 40m tonnes within 15 
years. Cemex also committed 
itself to quadruple exports 
from last year's 500.000 
tonnes, and quadruple it 
again within six years, while 


keeping Gresik ’s 40 per cent 
domestic market share. 

Javier Bofcrnll, president 
of Cemex Asia, said he 
expected Gresik to sell only 
8m tonnes domestically this 

year but foresaw annual 
growth of more than 6 per 
cent for the domestic market 
once the economy picks up. 

Exported cement would go 
to Cemex sites in Bangla- 
desh and the Philippines, 
substituting cement from 
other Asian producers. 

Cemex said it would not 
lay off any workers for the 
first two years, an important 
clause in a country where 
unemployment is expected 
to rise from 4m last fear to 
20m by tbe end of this year. 

The successful sale of a 
government stake in Gresik, 


in the first privatisation in 
two years, could raise the 
government's chances of 
padding the depleted budget 
with a targeted $i-5bn this 
fiscal year by selling up to 12 
state enterprises. 

However, an investigation 
into mridwr trading in Gre- 
sik shares and failure to dis- 
close an unsolici ted bid on 
the Krakatau Steel mm have 
feHntad the programme- 

shares in Gresik jumped 
50 per cent in early June 
when word got out that 
three foreign investors were 
about to bid far it. 

Mr Djalil said the next 
government sales would 
mast probably be stakes in 
Telkom anf ) Indosat, the par- 
tially privatised telecommu- 
nication companies. 


Sweden 

seeks 

Trustor 

arrests 

By bug IWvor ta Stockholm 


EMERGING MARKETS BUYERS ARE IGNORING THE BARGAINS TO BE FOUND ON THE COLOMBO EXCHANGE 


Sri Lanka suffers in nuclear tests 


By Antal Jayasinghe 

in Sri Lanka 


When Sri Lankan shares 
rise, the government usually 
claims credit for a sign of 
robust economic health; 
downturns are brushed aside 
as insignificant But the lat- 
est crisis is different and cer- 
tainly more worrying. 

Two months ago the gov- 
ernment was boasting that a 
12 per cent rise in share 
prices at the tiny Colombo 
Stock Exchange was a mas- 
sive vote of investor confi- 
dence in its excellent eco- 
nomic management. 

It may have been tempting 
late. Prices, which peaked on 
May 4. began falling. The 
slide accelerated alter India's 
nuclear tests a week later, 
and the tit-for-tat explosions 
carried out by Pakistan only 
made it worse. 

“Foreigners are getting 
out," said Hi ran Mendis, 
director general of the 
exchange. “They want to get 
out of the region. 

“We want to tell investors 
that there are no interna- 
tional sanctions a gains t us," - 


Mr Meadis said. “But when 
investors decide to get out 
from tbe region, naturally 
we are affected." 

Since May 4. the all-share 
price index has lost 26 per 
cent. Blue chips, which are 
often sought by foreign 
investors, have fallen by 
almost 50 per cent, with 
some going below their book 
value. 

The diversified John 
Keells Holdings, which 
reported a record SLRslbn 
(815.2m; profit last year, saw 
its shares fall from SLRs365 
to SLRsl80. 

On average, about 60 per 
cent of the trading at the 
CSE is accounted for by for- 
eign participants, who often 
drive the market. 

The Sri Lankan market is 
so small it could easily be 
loose change in the pocket of 
even a modest foreign partic- 
ipant. Sri Lanka's current 
market capitalisation is 
SLRslllbn. 12.3 per cent of 
GDP. The annual trading 
volume is believed to be 
equivalent to a few minutes' 
trading on the New York 
Stock Exchange. 


Sri Lanka 

CotamfcoSEJU Share index 
800 



Jan 


1398 


But Sri Lanka Hahna its 
automated trading system is 
as good as or even better 
than the technology used in 
Wall Street The fully com- 
puterised system was Intro- 
duced last August to 
enhance scripless trading 
already in place. 

Perhaps it was the minus- 
cule size of the Colombo 
market which insulated it, to 
some extent from the east 
Asian crisis last year, bro- 
kers say. 

In spite of the relative 


strength of the Sri Lankan 
rupee amid weakening cur- 
rencies in the region, the 
Colombo stock market is a 
different story. 

“It is a combination of neg- 
ative factors that is driving 
the market down at the 
moment” said Elton Ebert 
stock analyst at Lanka Secu- 
rities. “It is not exactly 
panic, but mo6t are waiting 
on the sid elines ." 

The Tamil separatist war 
in the island's north-east, 
which has occasionally 
spilled over into the capital, 
has not had much of an 
effect on the stock market 
as the drawn-out war was 
already factored into prices, 
brokers said. 

The exchange was 
wrecked last October when 
suspected Tamil Tiger 
guerrillas devastated the 
World Trade Centre building 
where the exchange, as well 
as the central bank, is 
housed. 

The damage to the trading 
floor was estimated at 
SLRs46m. The blast was dur- 
ing a holiday when no one 
was working. Trading 


opened the next day at an 
alternative venue. 

Amid the gloom and doom 
in Colombo, the market still 
offers some bargains. The 
market price-earnings ratio 
of 10.8. based on historic 
paming s. is below the 12.5 
prevailing last year. 

Stock exchange figures 
show that profits of the 139 
listed companies grew by 150 
per cent In the first quarter 
of tbe year. Tbe country's 
economy is forecast to grow 
by about 6 per cent tins year 
compared with 6.4 per cent 
last year and 3J per cent in 
199& 

With interest rates falling, 
most analysts had expected 
domestic savings to be 
diverted to the stock market 
However, money has been 
going into debentures issued 
by commercial banks at 
yields higher than normal 
deposit rates. 

Anton Op de Burke, IMF 
representative In Sri Tanka, 
agrees that the country's 
economic fundamentals are 
sound. 

But not many investors 
are buying. 


Swedish prosecutors have 
asfcod a Stockholm court to 
issue arrest warrants for 
Lord Moyne, the Guinness 
peer, and Lindsay Small- 
hone, his business associate, 
over the alleged SKr485m 
($60m) fraud unearthed last 
year at Trustor, tbe Swedish 
investment company. 

The applications, if 
granted, would enable the 
Swedish authorities to apply 
to the UK Home Office for 
the two men to be extradited 
to Sweden to stand triaL Bo 
Skarinder, the Swedish pros- 
ecutor leading the case, said 
Lord Moyne and Mr Small- 
bone would be charged with 
embezzlement, swindling 
and book-keeping offences. 

Lord Moyne purchased a 
52 per cent stake in Trustor 
in June last year. He became 

r-hqtrmnn and Mr SmalT hnnP 

was appointed managing 
director. 

Shortly afterwards. 
SKr620m disappeared from 
Trustor's Stockholm bank 
accounts. Only about 
SKrl35m has been recovered 
despite police investigations 
across more than a dozen 
countries. 

Lord Moyne »nri Mr Small- 
bone deny any wrongdoing, 
maintaining they acted on 
behalf of three Swedes who 
later deceived them. Two of 
the Swedes have been 
charged in Stockholm with 
breaching or assisting a 
breach of shareholder trust 
A third, Joachim Posener, 
has fled the country and is 
being sought by InterpoL 
Both Lord Moyne and Mr 
Smallbone, who also face 
civil lawsuits for damages 
from Trustor shareholders, 
have indicated they would 
not travel voluntarily to 
Sweden to stand triaL 
Ihe next step for the 
Swedish prosecutor would he 
to lodge a formal extradition 
request with the Home 
Office in London. Extradi- 
tion proceedings could, how- 
ever, take several years. 



news digest 


MERGERS AND ACQUISITIONS 

Morgan Stanley DW soars 
to top of league table 

li m an ctantev Doan Witter, the US investment bank, soared 

naareer rival, QpWman Sacta 
W also ted the global fc ^ A ^,“S? Bad 
bylFR! Securities Dala, followed In order ^^^ LyncnT 
rinUman ftarhs Lehman Brothers and J-P- Morgan. 

Europe was the engine for Morgen Stanlsy’sgtobaJ teatter- 
srtpStt legged behind Merrill Lynchand^^J^ m 
advice on acquisitions of US companies. 

Stanley andQokiman Sachs, as advisers to ^fopeari taj^ 
or acquiror companies, came Warburg Dfllon Read, the vnmst- 
mertbanking subsidiary of the new UBS; J.P. Morgan and 

Merrill Lynch. . 

Merrill achieved a big jump, from 10th m the first halt of 
1997 as did the sisdh. Schroders, which was piaceolZth pre- 
viously. Also new in the top 10 were Wasserstefo PeraHa, up 
from 30th to eighth, and Lehman Brothers, up from 21st to 
10th. Falling out of the top ffight were Banque Nattanate de 
Paris, from fifth to 18th; Paribas, from eighth to 15th, and 
Salomon Smith Barney, from ninth to 13th. 

The three largest completed deals in Europe were m finan- 
cial services: the $23bn merger of Swiss Bank Corporation 
and Union Bank of Switzerland; an $11 -2 bn transaction unit- 
ing UK Insurers Commercial Union and General Accident; and 
BO^ian -Dutch bancassurance group Fdrtis’s $10.9bn takeover 
of Belgium's Generate de Banque. 

Morgan Stanley DW also ranked first among advisers on 
completed acquisitions of UK companies, seeing its ranking 
soar from 1 0th In the first half of 1 997. Schroders held steady 
at second, while last year's half-time leader. Warburg DiDon 
Read, fell to eighth. Ctey Harris 

TELECOMMUNICATIONS 







BDDER/tNVESTOR 

TARGET 

SECTOR 

VALUE 

COMMENT 

Nomura {Japan} 

7tiom (UK) 

Consumer rental 

Sl-6bn 

Hands on move 

BNFL (UK) 

Westinghouse (US) 

Power 

Sl^txi 

Nuclear fusion 

Devon Energy (US| 

Norths fer Energy (Canada) 

Oil & gas 

S874m 

Stock * debt 

Waste Management (US) 

WMI (UK/US) 

Waste mangmrrt 

S430m 

Minority buy-out 

Seaertas (Sweden) 

Profeg (France) 

Security serves 

$272m 

Paper + cash 

Aegon (Wands) 

Banamex (Mexico) 

Banking 

$264m 

Extends alance 

CLP (HKJ 

EGCO (Thai'fandl 

Power 

$241 m 

14 ah stake 

Tt (UK) 

Ups (N'lands) 

Engineering 

$145m 

Hot lips 

Securitas (Sweden) 

Unit of Raafa Karcrier(Gerrn) Security serves 

$140m 

Synergies sou^rt 

Magna Infl (Canada) 

SPD (Austria) 

Vehicle marrfetr 

$102m 

Minority buy-out 



Esselte sells 75% of N&B 


By Thu Burt In Stockhotai 
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ISTJTUTO MOBiLlARE JTAUANO S.p.A. 

HiuJuujrvrs: Vkilc ddl'Arte. 25 Rome. ITALY 
Rani-up Shwv Capital. LT ).«WOUinniiri ■ InvcnK-J in U»c Ounparo R-.-p Jlt in Rome no. I0945NI (Tribunal of 
Rome i - Inwritvii in ihe RcpiMn- iN Bank-. anJ R.in.in Company of ihe IMI Group - Inscribed to (be Regixsy of 
Banking Groups - Member »l dm Inu-itanl Dep«il Proiccium Fuinl - Tax Cod: no. (XU-W4205S8; VAT oo 
OBWOSWinni 

CONVOCATION OF THE EXTRAORDINARY SHAREHOLDERS' MEETING 

The Extraordinary Meeting of the SluuvhdUer* ■'( iMnuin Mohiliarc Itaiiaon S.p.A. is convened for the lint 
call. for WiMix-sJav . -V* July )*4**s. ji ihe t»<ur 1 1 am. and. if necvN^ary. fi* the second rail for Thursday. 
30 July IM^R. al the hour of 1 1:00 am. and for (lie Hurd call, lor Friday 31 July, at the hour of 11:00 am. in 
Rome at the Company's He-adtpianer-. N iale dvlI'Ane. 25 iFURi.ro discuss and resuhe the following: 

AGENDA 

Approval of the merger by incoq> 'ration ol l-aiiuto Mnhiliare italiano S.p.A. into luiruto B Ontario San 
Paolo di Torino S.p-A.: Appmv:>l of “Priori jo Ji Jusj.vm-'' iPJan of Merger J: pertinent and related 
resolutions: delegation of pMwerv 

Shareholders desirous n| pameipanng in ilte Meeting must deposit their Ordinary Shares at least five 
<5t days before the date of the Meeting at the h'.-adquanct - of IMI S.p.A. in Rome, Viafc dell' Axle 25 
or with unc or the following designated in<tililli< ais: 

Bam: a Commerciale Italiana, CRErirrii It\li.\.v. B sv. v N.*4««<-u.e dfj. Lworq. Cariplo - Cassa 
di RlSPARMlO PfcLLT PK>A IN«.Tli LOMOAKftF. fsTTTT-pl BaNCMUO S. pACO.U DI TORINO. BANCA MoNTE DEI 
Paschi u Silmv. Ranch di Naiuu. Bam. a oi RuMa. Btvr,i Cassa rn Rispakmkj u Torino. Roto 
Bancs 1473. Bancs Rucuram. Evm,>mi P\hih\- ■- mils'; uhanch. Morgan Guaranty Trust 
Company of New York, as ucll :ls Matt. Tm n I >|iir ihe slures administered by 111- 

The right to vote ma> U: eserered jbn tn ei'nvsp>»iKlenee according id the "regulation on the 
conditions and prosed me., for e serening ihe right in ioie by eorrc^sndenee". issued jointly on 
December 30. 1994, by the Ban!. »>f July, the Halian Securities and Exchange Commission 
(CONSOBi, and ISVAP. and published in tie rT.j.-.-.-fM Uffici.ilf (OIVkial Gazette) on January 5. 1995. no. 4 
(general wriest 

The proposal I’wmuialiM by the Board »( Liireemr. and the documeniaiion relating io Art. 250l-«w« 
(Civil Code I is available from now until the dale of the Share holders' Meeting, at the 
Company Headquarter: ami a( (he main ■•('(ii.es »i (he atvvc-nicnfnweJ designaled institutions fforBarBiue 
Paribas only at the Milan Branch Office). 

The proxy ballots lo exercise the nglu i.> vnte hi corl-^ pundence land the related docunumuiiun I is available 
to the Shareholder; at the Conipins Head.^uanerv. al Uie main offices of the above-meali oned designated 
iRSUlutioas and every branch or -aib-hnnch nilice or the same as uvll m at every member oT the Mooli Titoli 
system where the Shareholder iniend.', ti- mie b* ^>'rr.>pi<ndence and has made a timely request. 

The proxy ballots and tire admission tickets In ihe ivfmin* must be presented or defivered to tbe 
Secretarial frir Slatotorj Affair?, of IMI S.p. \. - Mate dell . Arte, 25 00144 Rome. Italy, by July 27. 1996. 

Board of Directors 

la order lo facililate llh* prelim inary ufumtnms iidemilicjiii* and Jilmissiun or shareholders). Shareholders 
are kindly requeued to present lhem<l\os tvfure die ume th.it ihe General Mecung is scheduled to begin. 

INFORM ATI0.\ FoR SHAREHOLDERS 

The Company has fulfilled the legal oHi-.-aiinti? re-;zidin" the merger transaction by the filing of tbe 
docunMuatioR4sper.An 25til-.«ct; ( v.ic(f it cndcijl ic. L'gai heaJqiwrrer^. The Companies participating in the 
merger have jointly prepared an Inrrmi.ninri Mumnrandum ro prusidc compfcte background infonnation to tbe 
market concerning Ihe merger iranvaetiun Tlii, InfcmuiiiHuI Memorandum will be available to 
interested persons start/ng front IS July a( ihe C^mpani Headquarter;, at the Offices of the designated 
institutions, at the Monte Tiloli S.p.A . ami ji U>>r.i lialian.i S.p.A. (the I Lilian Stock Exchange). 

The Office of Investor Retotin m ifri- yi-.-v.o-HO S<7». f, U : 39-06S0S» 3SS0) and the 
Scciruriaf for Statutory Affairs iTi-F A, .fray - . ;q;>. _ig_W tj$7 Fax: lV-On-5959 3031) a re 
aratlahle for further cfarificaiton . r in^rvu.'i-vi <fr,-u; A..-YJ .m tc [.mt. 

e-nur): n-iin.r-.iruniipe if 

The above luformalional Mcrntminduin may aim tv requt-.ied in mi ihe Ollkv or Investor Relations W the 
Secret anal for Staituory Afl'airv. 

ttb notice isavaibhlc almui ihe InicnKi '-lie: Imp i.-m « nnnpj.ii 


Esselte, one of Europe's 
largest office products 
groups, has launched a long- 
awaited demerger by selling 
a majority stake in Nielsen 
& Bainbridge, its US picture 
frame subsidiary, for 5160m. 

The Swedish group, which 
first said it was coinsidering 
a break-up more than a year 
ago, has agreed to sell 75 per 
cent of Nielsen & Bainbridge 
to the Jordan Company, the 
privately owned US invest- 
ment business, with tbe 
remaining 25 per cent ear- 
marked for disposal over tbe 
next three years. 


Jan KvamstrGm. chief 
executive, said the disposal 
cleared the way for a trade 
sale or stock market listing 
next year of Ueto, Esselte's 
German-based metal label- 
ling business. That could be 
followed by a separate list- 
ing of the group's office 
products division - Its larg- 
est activity. 

“When I started this pro- 
cess a year ago, Esselte was 
a mix of disparate busi- 
nesses that required refocus- 
ing. This is the first step,” 
Mr KvarastrOm said. 

The company has asked 
Goldman Sachs, tbe US 
investment bank, to draw up 


options for a three-way 
demerger, and hinted Meto 
could be floated on the 
Frankfurt stock exchange. 

Further restructuring is 
thought to be required in the 
office products division, 
however,' before it can be 
listed. Last year, the com- 
pany took a SKr252m (531m) 
charge to cover the restruct- 
nring. 

Nevertheless, Mr Kvarn- 
strOm mriri separate listings 
for both companies would 
enhance shareholder value 
and enable each business to 
exploit consolidation oppor- 
tunities in their separate 
markets. 


Unisource seeks Italian alliance 

Unisource, the alliance of national telecommunications opera- 
tors from the Netherlands. Switzerland and Sweden, Is con- 
tinuing to explore the possibility of forming a broad European 
partnership with Telecom rtafia. 

The company said discussions were continuing with the 
Italian company, which has recently ayeed to collaborate 
with Cable and Wireless of the UK. Unisource is already affied 
with AT&T of the US. 

Unisource is one of a number of alliances set up between 
International telecoms operators to compete for the business 
of lags international companies seeking global service. None 
are so far profitable. The company increased revenues 30 per 
cent in 1997 to R 3.17bn ($135bn). 

Paul Smrts, chairman and chief executive, said 1996 
marked the point of maximum investment in the business. 
“Unisource is maintaining its progress towards break-even in 
2000,” he said. Losses fell to R 135m in 1997. less than half 
the FI 375m of 1996, as a result of improved operational per- 
formance and a book gain resulting from Telefonica of Spain's 
decision last year to puU out of the a Blanca Abn Cane 

SPC in deal with Nortel 

SPC, the Mexican telecommunications company, has reached 
agreement with Canada's Northern Telecom to set up the 
world's largest fixed wireless telephone network for S590m 
after falling out with Lucent Technologies of the US. 

Jos6 Luts Rlera. finance director of SPC, said there had 
been “Irreconcteble differences” with Lucent after the two 
companies in May signed a letter of Intent for a contract 
worth $700m. 

. Mr Riera said Ihe Nortel contract would eventually be worth 
about the same as the $700m agreed with Lucent, because it 
would include an additional $110m for the provision of fixed 
wireless telephone units. 

The setting up of fixed wireless telephony in Mexico is a 
$1bn bid by Rfcatto Safinas Pliego, the media and retailing 
billionaire who owns SPC. to target 10m poor Mexican house- 
holds who do not have access to fixed lines provided by Tel- 
max, the local telephone monopoly. It will enable clients to 
purchase a $50 telephone with a radio receiver, plug it into an 
electric socket and immediately make or receive local or 
long-distance calls. 

Over the next five years, Nortel will plan, set up and main- 
tain tire digital s ervice using Code Division Multiple Access, or 
CDMA, technology, as well as providing all the financing, SPC 
said, it described it as the largest project of its type In the 
workl. three times the size of a comparable one In India. 

Henry Tricks, Mexico City , 


FT GUIDE TO WORLD CURRENCIES 


Tie Mta below M l 


I tMUbo rate 0 atttnny friedat agtirat low key emtenage on Friday. JJy l iBX . In mm cases « ra» Is nomhal. MwM rates are Be anrage a bnytag and Being rates tnxpi wftere they m straw » 
be ottarolw. e some can market rates hate tan caiaJaM trots Ben ol toraign amends m ebfch they se fed. 


fee* 


C— IMI 


ICWFtl 

po**a 
P9 
CM ft) 
_ P*P1 


(MPM 

W 

SCFAffl 

Stmts 


Gfeirme 


oo* M 

Clfe (CNMftatP) 

Q*u fttrao 

cwfts 


DIM ftp WO HI 

Ooratta CCWOR 

ferttailto (OPwf 


BSftab ran 

OTW 


(EHgptoBa) 

mo 

MAIM 

ns 


H*eh 

f i n e 

Fnh 

f*e 


M 

FtOyewn fMFfl 

ft EMa hdFH 

FtPxacu (/Pf4 

eew P*ft) 

c»tt) ran 

(Mtertt 

ran 


tm 

WS 

NtW 

ia 

(UR 


(STB 

as 

MM 

782S.I S 

*7Si ao 

2S12M 

340607 88* 

l»0 

1 

06070 

83338 

251 Sto 

15ZJ9D 

HSB78 

109696 M 


501798 

304600 

. 1B730S 

N.7U# 

£83125 

3267® 

<26991 fraaora 

P**&atO 

»MW4 

6JE87 

331® 

ltL0*30 

60963 

33524 

*6740 &3SJH 

ECtAS 

44400 

27000 

2*847 

2S4J53 

151333 

*43717 

110J34 01 -‘*-6 ^,8 

frartFo 

WOOD 

86983 

33SS4 

4735827 

2571 aui 

M1B5J 

184*866 bwe 

IBS 

16*74 

1 

854fe 

*-4*0D 

41OT 

148*7 

16172 Smeem 

KMO* 

OTW3 

03219 

29*5 

1402 

09988 

05480 

a ri7< ana 

PI 

331763 

(21700 

998231 

827SZ1* 

SEJB0 

274261 

380462 Brim OS 

■ «TAftW 

1004 30 

ffHQQ 

335214 

IMS 

ZS8S 

UTO 

1S1E0 

090*3 

0*891 

1.9*3 O* ma 

MOD 


236673 

1*5600 

787381 

214UBB 

1««0 

70157 

0 179* MM 

BbtoJM 

28054 

160*67 


S5074JB 

395000 

2172.12 

33408 Htssra 

KM 

216B40 

02600 

7J0B2 

308*84 

ISO* 

1*6.150 

1 

10239 

06489 

133581 WeKMB 

Hu*89 

07175 

OKS 

rare 

127833 

381601 

7.M7S 

218680 

42805 

08909 

OSII 

03770 

02P3 

02706 MX 

Mire 

110779 

72)000 

3064® 

2B US 

154335 

8*6717 

1(0734 Ua 

ft*) ft(M 

896487 

424EB0 

ZU4S6 

76270 

46JOOO 

54812 

312107 Mpbs* 

owre 

2*0521 

146000 

GOSB 

1313* 

20113 

1.1080 

i.«*3i tm 

OM 

49*220) 

300060 

104871 

M 2517 «o 

•8JOOD 

375584 

*90043 Ml 

KMIXnan 

051 770 

03UB 


SIftto 

373103 

318275 

266(30 taq 

top Ota* 

19746*0 

f 3X100 

890606 

12SW 

20000 

10968 

163S0 VWilM 





100*30 

801630 

3352*4 

437389 MM 

SM 

66521 

36737 


1004 

833*87 

1 

*24800 

a*4fe 

233*85 

07175 m 

30*948 

IW 

295069 

ire jo 

909670 

9*101 

56300 

10411 

36877 iKJCl 

9M»J 

5699*6 

35 TOT 

193581 

7.75JB 

4J059 

2SE7S 

3378* Jsn 

fire 

2SS606 

1XL375 


13057 

20031 

1 158Q 
T.7015 

08381 

OS357 

12ZD6 

IMrtaimn 

1 1680 

0.7090 

OJ08B 

298130 

>*0970 

986161 

I29M4 


127284 

77J450 


100*30 

004630 

335244 

437698 MMM 

mrai 

976360 

a*6oo 

SJBZ7 

102931 

63S17 

3*373 

4.48S5 DM 

raretaiK 

7?qfi 

1X1® 

09091 

«0«7 

41*380 

2U3W 

man xmwh 

KM SMr 

(rat 

mm 

1EM3 

Z3470 

22000 

139090 

ixa 

602135 

100*39 

305690 

00*630 

«sn 

335244 

2SZZ42 MM 
*37399 

OQmMObM 


030® 

819® 

2*171 

13673 

0609 

16527 In 


*15198 

2SZ760 

138881 

254232 

15*336 

84 8717 

110734 IMM 


096*8 

OB7B 


1S7A9 

KJ1673 

EEB115 

726507 

M*>9 

245778 

1510 13 

6X445 

130*4 

082S2 

40* 

059*2 U*e* 

•raq 

118187 

umi 

15112 

HW30 

5UJB3D 

3332*4 

4376B UftA 

MwaeS 

16*74 

1 

Q5499 

loot* 

8fe®0 

WIM 

437698 Uby* 

rare 

(LB31B 

03B35 

82109 

710180 

487,500 

357687 

330*28 UbcMM* 

raeem 

26207 

ISJOt 


no«a 

62700 

46622 

58407 IMvtsm 

rare 

OS677 



2 22654 
754035 

IS1J3 

457J04 

70283 

251298 

9B3J3 liaMI 
328634 

raf<i 

8179*0 

376100 


100430 

60900 

335244 

*27X99 ktow 

f«K!) 

111870 

800*7 

4W1B 

2385173 

137300 

758116 

9BSSA7 IMMStt 

rare 

vstm 

501937 

Jtsoe 

436.18 

234706 


185fM 

mb fh 

seam 

5*0000 

2968*8 

100*39 

809630 

3343M 

*37399 UBfeh 

owEatt* 

306684 

180150 

10237 

loans 

661 BB 

1857 

47487 MM 

rarere 

user. 

181000 

1*325 

3738® 

236000 

126478 


tews 

06207 

4.1 403 


03774 


02829 

03B1 UMt 

raw 

193890 

117700 

*4724 

511353 

325*0 

17.7371 

23-1*19 UR* 

UTAH} 

100430 


335244 

1141*4 

03257 

Ml® 

467(3 H3fe 

Lira) 

H652B 

0J961 

02178 

792778 

177.720 

BTJ2BB 

1ZTST2 

racMFO 

(06430 


1353* 

4.«® 

zitm 

IjW 

ism UmrXmti 

Skrere 

2 Mato 

17*015 

9*4*37 

25.1733 

152000 

4*025 

tassc mom 

Mu Acre 

406731 

2*3250 

13375S 

IfeUlo 

sT&n 

20167 

378563 H8dH 

praeMRM 

U7*01 

89475 

*620* 

8867*4 

E71» 

as»« 

378132 IWDH 

ore 

76252 

*7500 

281 JD 

one 

i*ie 

1675S 

24*73 mm 0 

fmarn . 

100*30 

669® 



876® 

48144 

saw MofeXi 

ffugre 

123261 

76*780 

*31643 

100430 

90S630 

33524* 

437390 MM 

ecsms 

44*90 

2.7000 

1*447 

219870 

1*348* 

*XO)4 

TOCS® H9QC9B 

(mm 

iown 

Bpyp 

5«B 

n3997 

48180 

HOC 

*66® ifcacttu 

M*4 

189369 

1)4050 

83211* 

1 

atom 

nrra 

0*39 M0ttt 

5*IW 

10S1B7 

&3B9Q 

35112 

11.41** 

6337 

3£HB 

*6713 bnk 

VureraiS 

iQRy 

1X1 at 

uni 

Z331S 

2623 

1.1121 

1*510 ftM 

OfcjMne ftace) 

IM/445 

Bjflffl 

349*10 

f.»a 


30392 

496S2 MtoBtrei 

turn 

13777 

zasu 

T.1273 

1QD430 

609® 

12524 

43748 IT* Me* 


19*® 

1.7900 

89843 

100430 

BS630 

3352** 

4TJB9 IM &MB 

tozs 

1(761 

13273 

16B9 

tao*a 

4®« 

13524 

4376) Hceoa 

(Em CUM) 

(7.4713 

KIOTO 

5613 

1828® 

1I1JXB 

6UQ93 

7584)3 J« (PR* 

PAFr) 

KO*X 

8800 

3352*4 

100430 

■09630 

3317*4 

437399 epfe 

rare 

aoosfe 

21 6860 

126352 

147383 

101610 

5£8« 

72904 

9IM) 

1*1647(1 

868000 

*7.1830 

zscee 

161® 

1 

130(7 RTMT 


(270*1 

775® 

*2708 

883031 

232&00 

127866 

non ora 

fix ore 

063*3 


82117 


awe 


2teao 

ism 

V37« 

H7T7S 

&81H 

aojsM 

437 JDB 

XKfflB 

VS133 

ASK* 

Baser 

IE? J!M 

9I.7J9 

30.4S46 

WW54 

*a «7 

oiasi 

8BUB7 

asiBi 

ta&s* 


PM fee 


mm 
m wt* 

ra-ae 

rswsiK 

pc s 

(ZU>0 

«ss 


RuteK. me 




sums 

3PVs< 

SUM 


100 

BJDB7 

SS«2W 
*26647 
1.1 BOO 

15785 

BT&27* 

0320! 

nine 

042BB 

Ktnso 

45B12 

07175 

027GZ 

1(871 


asiao syn 


<FW 

CMS 

B 

(Wn 

eema 

MU* 

rare 

«»ft» 


«6SM 


(tawe 


raw 

femPiMeNfeiea 




iRfe 


Otad 


SJCO 

4RSE3 

30*44 

UUE1 

1B72K 

zone 

8*4*9 

*BJU 

03BC 

*5740 

T28441 

17«B 

04107 

14QB1 

*4740 


•*» 

O) 


tofefep 

Tosoh 

Trtftkd/TMo 

Tu*r 

ThttftCfeOC 

TOM 


1 S 372 

7 XSU 

81*753 

*5812 

1.1600 


ere 

r»fti 

» 

rare 

rre 
168 
' e 


(rartatou 
.... trare 

InWOvtm m 

WHIM (US a 

!**om ovtoUqnaM 
Mai 


*ra2 
raMM 15a 
Mhu-is 


Ss 

raaej 

OtoadQi 

0) 


t*TO 

12 K 3 IMfee 

148 ZB TUTU 
7 X 873 MW 

153DU 

si .sere mi 


isrzt sun 
MTS 


(tel 

PW) 


£818 

IBS 

WWW 

!» 

CM«» 

7SL38B2 

465750 

259025 

33 7735 

16474 

1 

05*90 

07175 

MD» 

21839 

12020 

15B83 

*556 £* 

7785 00 

152048 

198398 

*615* 

20230 

1 6074 

20972 

686377 

*15000 

127117 

296323 

1 

(LG07D 

03338 

(LOSS 

81761 

15273 

loan 

1383 

57305 

34773 

i9ia 

WSto 

306604 

188.1S0 


I33JE1 

10*74 

1 

mELl 

07175 

SOTO 

35403 

zoma 

26119 

180*30 


ias2* 

tsm 

1*3*19 

970750 

*7801* 

B47.17 

182873a 

BTW 

1*27* 

<5717 

504KB 

wsni 

1695*9 

221011 

44*80 

27000 

1*847 

19372 

1 

69070 


04385 

4«80 

27000 

1.4847 

19373 

100*30 

6CBB3 

23534 

4J7« 

4*480 

27000 

14847 

19372 

BG069 

170) ID 

965570 

1»Z4 

333779 

2380 00 

131457 

173490 

* 1791 

17908 

20828 

2012 

100430 

00800 

33554* 

437 JO 

89*80 

52500 

25870 

37G68 

M»1« 

147050 

MW 

W54J1 

28031 

17015 

09357 

1208 

576847 

31IJ70 

tfl^S 

252104 

zsuot 

171.789 

94*7® 

12257 

7902* 

47989 

Z637B 

34*17 

*31519 

can on 

14*0.75 

tanc 

1091® 

» Man 

15/15 

43012 

2S46S2 

154J3S 

8*5717 

110734 

25*352 

15*334 

8*8717 

1107* 

108637 

655900 

395637 

<7.093 

266.709 

161 290 

BUM 

115724 

*00600 

401 000 

ZD 511 

lar.ns 

116187 

Birai 

35112 

*9018 

1X3313 

Saxo 

4*501 

59067 

7-gn r 

15301 

05*14 

1097* 

668060 

40.OOT 

719982 

»£0» y 

5B8459 

343050 

183090 

2 * am Z 

107534 

552750 

360550 

460341 r 

083672 

*i son 

28718 

2977® 

I0WJ0 

908.030 

33524* 

*37039 

2GE35 

161GS 

09801 

1.N» 

102798 

62S0 

3*31* 

4.4771 

10295 

1.1712 

084*1 

ores 

**1505.7 

2882205 

1*74902 

»«u 

16474 

1 

05490 

07175 

2*635 

101W 

08*71 

1108 

201171 

1226.00 

674 182 

8799*1 

3*200 

25700 

1.1*10 

I.48K 

usn 

U730 

rain 

2£3S 

i 

05070 

ojsa 

0<JS 

16*74 

1 

05*09 

07175 

173565 

104750 

S7SB 

7519 

215010 

131000 

72039* 

caw 

2*099 

170130 

985070 

raw* 

912907* 

554.150 

JWJ3B 

SPSS 

213098 

7288*5 

713995 


10474 

1 

05*89 

07175 

1.5*74 

1 

05499 

. 07H5 

*3727 

301® 

IflB 

31657 

2157» 

130390 

720310 . 

B8®9 

IT®® 

325333 

1UB47S 

OT5.0C 

UKI 

uoem 

77530 

uriW 

29*2 

18521B 

one 

OJSIff 

15138 

09189 

05IE3 

gn 

123900 

(US2E0D . 

0413900 . 

I0COO8 




*“ ‘ra w ■ T Brt*«efeM , M7M d «9*aMU5DoMM Mere ■■ TO hr IMT 

M □* Ume m iqto we flap oa vett M MAhs Jra V » ■ 18TOB7 (a feat Mu an tnfls ft ahta ■ aabw AwM Cm* om as six smi S 

Mto, 3, HHB 



























o IT r» v 1 inno 


FINANCIAL TIMES MONDAY JULY 6 1998 


1 

*B«OUismons 

Stanley D W 
1 league taK.p a?s 


*ii*. i ,_, 


!•"* ■ ;t ■ \ ... 

•A.-.-; .-..._ 


”\'S. » R V I’* . • 


: ' 1 • — - •• 4 i. 

■Mtr ui ; '. .. _ 


U3y ffcii 


ICATHHiJS 


seeks tianan aiiiance 


?• r -- . . 


3 ." :*.-• -.- . 
?*"* ■>? -v' .-. 

•- . ' i- 






t* ^ 


at with Ncri-j: 






COMPANIES & FINANCE 


KBC put in legal 
no-man’s land over 
status of merger 

The Belgian group is fighting a ruling that 
its link-up is illegal, says Samer Kskandar 


INTERNATIONAL BONDS EURO AND D-MARK GAIN IN POPULARITY IN EUROPE 


First half of year sees surge in issuance 


T he fate of KBC, the Bel- 
gian financial services 
group created by the 
merger of Kredietbank, co- 
operative bank Cera and 
ABB, an insurance company, 
has been in legal no-man's 
land since last Wednesday, 
when a Brussels commercial 
court ruled the link-up ille- 
gal for procedural reasons. 

Today, the company, 
which has vowed to continue 
"business as usual", will 
seek to convince an appeals 
court to reverse the ruling 
and allow the transaction to 
proceed. 

KBC shares fell more thap 
8 per cent an the Brussels 
stock exchange to end the 
week at BFr3,06Q. compared 
with a high of BFrO330 on 
Tuesday. As the merger has 
been effective for more than 
a month, unwinding the deal 
now would be equivalent to 
amputating a third of the 
merged group’s BFr?50bn 
($20bn) market capitalisa- 
tion. 

"I am surprised the shares 
have not fallen more," said 
Hubert d'Ansembourg, ana- 
lyst at Botmewijn Renwart, 
a Brussels brokerage. "The 
uncertainty should cause 
more volatility in coming 
days.” 

After today's hearing, the 
court is expected to reach a 
decision by the middle of the 
week. If the appeal fails, the 
merger will be considered 
legally invalid. At the very 
least, this would require 
Cera's 500.000 shareholders 
to vote again on the merger. 

The ruling, that “the 
rights of shareholders have 
been totally ignored", fol- 
lows a complaint by Mis- 
chael Modrikamen, a lawyer 
representing 200 disgruntled 
Cera shareholders. 

The judge agreed with Mr 
Modrikamen that the haste 
with which the extraordi- 
nary’ general meetings were 
called did not allow ail 
shareholders to express 
themselves. 


In April, shareholders of 
Cera Bank's 207 regional co- 
operatives voted to merge 
into their common subsid- 
iary Cera Siege Central, 
which was then renamed 
Cera Holding. 

On June 2. an EGM of 
Cera Holding shareholders 
voted to fold the company 
into KCB. The court ruling 
annulled decisions made at 
this second EGM. 

While the legal proceed- 
ings revolved around the 
merger's form. It is no secret 
that the real motivation was 
always its terms. 

"Of course, it can be said 
that we are fighting for more 
money,” said Mr Modrika- 
men. "But we are also fight- 
ing for shareholders’ voting 
rights. This kind erf situation 
would be unthinkable in any 
Anglo-Saxon-style market." 

The co-operative structure 
of Cera meant the deal val- 
ued its shares at their nomi- 
nal price of BFrl,000. This 
was contested by both Mr 
Modrikamen and D&ninctr, a 
corporate governance con- 
sultancy advising more than 
2.000 minority shareholders. 

Deminor values Cera 
shares at more than 
BFrlO.OOO based an underly- ; 
ing assets. Mr Modrikamen's 
valuation is about BFr 13,000. 

Last week. Deminor 
reached an agreement with 
KBC after obtaining long- 
term concessions it values at 
BFr3,S00 in current prices, 
on top of the nominal 
BFrl.000 for each Cera share. 

Shareholders represented 
by Deminor would still bene- 
fit from any farther conces- 
sions obtained by Mr Modri- 
kamen, who is seeking the 
distribution to shareholders 
of reserves worth BFH2.000 
a share. 

"The risks that Mr Modri- 
kamen is taking are too 
high,” said Dfeminor’s Eric 
Bomans. "If KBC loses its 
appeal, the merger could fell 
apart and there is a risk it 
will never happen again.” 


By Vincent Botand 

Despite tbe absence of 

emerg in g mar ket borr ow e r s, 
laid low by Asian contagion 
and speculative attacks on 
vulnerable currencies, inter- 
national bond issuance hit 
another high in the first six 
months of 1998. 

According to Capital Data 
Bondware, which tracks 
activity in the market, bond 
issuance reached J53A9bn in 
the period from January to 
June, sharply higher than 
the same period in 1997. 
which saw total Issuance of 
$405.6bn. 

And while the US dollar 
remains the preferred issu- 
ing currency, both the euro 
and, most particularly, the 
D-Mark, gained ground 
among the European curren- 
cies, with just six months to 
go to the emergence of the 
single currency. 

US dollar issuance, at 
J248-9bn. accounted for 4&54 
per cent of the total volume, 
while the D-Mark was sec- 
ond with 17.37 per cent, ster- 
ling third with 8.36 per cent 
and the euro fourth with 7.74 
per cent. 

The biggest rises were 
seen in issuance In the 
D-Mark and the euro, well 
ahead of their levels in the 
same period in 1997, which 
saw them capture market 
share of 12.42 per cent and 
LS4 per cent respectively. 

Bankers say the main 
trend to emerge in the first 
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six months of this year has 
been a shifting of portfolio 
allocations ahead of the 
euro. This process began 
slowly enough, but it has 
picked up sharply since the 
11 member currencies were 
announced in May. 

And while tbe process has 
been of benefit to dollar and 
D-Mark issuance, it could see 
a swing towards the euro in 
the second half of this year. 

“The investor base glob- 
ally has been going through 
an asset allocation process 
ahead of monetary union 
and the real beneficiary so 
far has been the dollar." says 
Martin Egan, director and 
syndicate manager at Credit 
Suisse First Boston. “The 
D-Mark has been dominant 
in Europe because of inves- 
tor demand, while the vast 
majority of euro issuance 
has been strategic." 


Another noticeable trend 
has been growing investor 
bias towards investment 
grade issuers, just as 
low-rated and emerging 
market borrowers were 
pushed to the sidelines by 
jitters over Asia and. more 
recently, Russia’s currency 
crisis. 

Jumbo issues from the big 
triple- A rated borrowers - 
Fannie Mae, Freddie Mac, 
DePfa - were instant 
favourites among investors, 
even if the deals were not 
always considered cheap. 

Not surprisingly, there is 
now a backlog of emerging 
market issues that may or 
may not make their 
appearance this year. 

■There is a huge calendar 
of potential business from 
emerging markets but 
whether we will see it or not 
depends entirely on the tone 


or the bond market. 
Everything is very weighted 
towards the investment 
grade arena at the moment.” 
said a syndicate banker at a 
US investment bank. 

Few bankers see any big 
change on that front in the 
nest six months unless there 
is a sharp reversal of 
sentiment. 

Tbe other question as we 
head into tbe second half of 
the year is when - or 
whether - the euro will 
overtake tbe D-Mark as the 
dominant issuing currency 
for European borrowers. 
Clearly. the German 
currency is still the favoured 
issuing currency so far in 
1998, helped by its safe 
haven status in times of 
currency turmoil. 

But David Ovenden, a 
senior banker at Paribas, 
believes a "phoney war" is 
being waged over this issue, 
which will become entirely 
academic very soon. 

“Many investors outside 
Europe, except in the US. 
don't want to buy the 
D-Mark or the [French] franc 
any more,” Mr Ovenden 
says. "Japanese investors 
have been taking the 
long-term view and are 
buying tons of euros. I 
expect that in the last 
quarter of the year tbe euro 
will become the biggest 
issuing currency in Europe." 

Some bankers predict a 
battle for market share in 
the euro as issuance in the 
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new currency accelerates. 
US investment banks - 
which accounted for three of 
the top five spots in the 
underwriting league tables 
for the first six months - are 
still heavily concentrated on 
dollar issuance, while 
European banks dominate in 
European currencies. 

So far. "euro and D-Mark 
issues get very similar 
distribution depending on 
tbe name and the maturity 
and other things like that," 
Mr Ovenden says. “The real 
question is how borrowers 
reach the broadest investor 
base and which bank has the 
broadest distribution 
capacity. '’ 


Despite the hiatus in 
emerging market issuance, 
some bankers say the 
immi nent fact of the euro 
could see 1998 become a 
multi- billion -dollar year for 
the international bond 

market. 

Sentiment in the markets 
is favourable for investment- 
grade borrowers, while the 
countdown to the single cur- 
rency could also see a surge 
as borrowers respond to con- 
tinued demand from Inves- 
tors positioning themselves 
ahead of the currency. But 
"if emerging markets con- 
tinue to stagnate we’ll strug- 
gle to achieve that figure.” 
one syndicate banker says. 


Russia drags down the EMB1 


By Jeremy Grant 

Russia’s fragile finances 
helped to drag down the per- 
formance of the J-P. Morgan 
Emerging Markets Bond 
Index (EMBI) in June, and 
analysts say there is worse 
to come from the most 
widely watched barometer of 
emerging market bonds. 

Tbe EMBI, which tracks 
tbe secondary market perfor- 
mance of such bonds, 
showed the spread between 
yields on a basket of bonds 
issued by emerging coun- 
tries and the US Treasury 
benchmark had widened by 
90 basis points in June. 


It finish ed the month at 
641 basis points over the 
50-year US Treasury, demon- 
strating the increasing cost 
in interest payments to sov- 
ereign borrowers tapping 
international markets. 

J.P. Morgan said Russia 
was the index’s worst per- 
former, with its bonds drop- 
ping 13.85 per cent in value 
from May and 17.49 per cent 
year-on-year. 

“Russia’s ability to meet 
its financing needs was tbe 
main concern for investors 
and is likely to overshadow 
the market until the issue is 
favourably resolved.” J.P. 
Morgan said. 
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Nigerian bonds performed 
best rising 10.17 per cent on 
signs of political openness 
from its new government. 

Analysts said emerging 
market investor sentiment 
could improve once they saw 
progress on an IMF financ- 
ing package for Moscow. 

Juliet Sampson, at Bank of 
America, said another signif- 
icant influence would be 
movements in the dollar /yen 
exchange rate, to which the 
EMBI had become increas- 
ingly sensitive. That indi- 
cated that emerging markets 
are reacting more than usual 
to movements in G7 eco- 
nomic indicators. 


"Emerging markets are 
vulnerable and picking up 
on almost any global weak- 
ness. We're in a situation 
where dollar/yen is dictating 
tick for tick what's happen- 
ing.” she said. 

With yields at such levels, 
there are not expected to be 
any fresh sovereign bond 
issues soon, although 
Ukraine indicated last week 
it was moving ahead with a 
S1.5bn-$2bn eurobond 
offering. 

Analysts say the yield 
spread on the EMBI is likely 
to widen farther before nar- 
rowing to around 500 basis 
points at the end of tbe year. 


Ford loses German 
battle over name 


By Frederick Studemam 
in Frankfurt 

The German subsidiary of 
Ford, the US car-maker, has 
lost a court battle over the 
right to use the name 
“Focus" for a forthcoming 
successor to its Escort range. 

A court in Cologne, where 
Ford's German unit is based, 
rejected its claim that it was 
entitled to use the name, fol- 
iowring a challenge from 
Burda Verlag, a publishing 
group that owns a successful 
weekly news magazine 
called Focus. 


Lawyers representing 
Burda argued that Ford was 
seeking to benefit from the 
success of the magazine, 
which was launched in 1993 
and has become the compa- 
ny's flagship title. 

Ford said customers were 
unlikely to be confused as 
the media and motor vehicle 
industries were significantly 
different. 

Ford expressed surprise at 
the court's ruling and said it 
would not drop the nam e but 
would now think of the best 
way it might possibly be 
used. 
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With the Dow Jones 
Industrial Average back 
above 9,000 for the first time 
in a month and the spate of 
pre-announcements about 
disappointing second-quarter 
earnings now over, the stock 
market seems on firmer 
footing than for a while. 

However, talk of a summer 
rally, the usual stuff of Wall 
Street’s dog days, has been 
in short supply this year as 
concerns about the 
slowdown in corporate 
earnings continue. 

The bond market rally 
that has underpinned the 
stock market's rebound 
could get support from the 
latest producer price figures, 
due on Friday. 

Most Wall Street 
economists expect the 
reading for June, excluding 
the food and energy 
components, to show a rise 
of 0.1 per cent, below the 0.2 
per cent increases in each of 
the previous two months. 

That would confirm the 
signal contained In the latest 
NAPM index last week. 


SmtrMrriiijart 


Daw Jones Industrial Average 
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which reflected a sharp fall 
in the prices-paid index and 
hinted at further subdued 
price pressures on US 
manufacturers. 

With companies about to 
start announcing 
second-quarter earnings, 
there have been more 
warnings than usual, 
according to First CalL 


There Is little doubt about 
the main event of the week, 
the Bank of England's 
monetary policy committee 
meeting. After last month's 
surprise rate rise, both the 
gilt and equity markets will 
be braced for a further 
increase when the 
announcement comes at 
Thursday noon. 

However. ABN-Amro 
thinks that the recent 
rebound in sterling, the 
weakness of commodity 
prices and signs of a 
slackening in the labour 
market win allow the MPC 
to leave rates unchanged. 

Before they make their 
decision, the committee will 
have the benefit of May's 
industrial production and 
manufacturing output 
numbers. 

The consensus forecast, 
according to Standard & 
Poor’s MMS, is that 
manufacturing output will 
have dropped 0.2 per cent on 
the month, but be up 0.5 per 
cent os the year. 

And after the decision is 
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announced, the markets will 
also be able to study the 
minutes of the June 
meeting. The split between 
“hawks" and “doves” will be 
analysed as a clue to future 
rate moves; economists were 
rather baffled when the May 
minutes showed six 
members voting far 
unchanged rates. 


Germany's Dax blue chip 
just failed to breach the 6,000 
level last week, but dealers 
expect this to be achieved 
shortly. Despite continuing 
concerns about the Asian 
crisis - alleviated somewhat 
by strong signs that Japan is 
now ready to make some 
necessary reforms - the 
stock market continues in a 
buoyant mood. 

Leaked information about 
Germany's unemployment 
figures, showing a marked 
fall in June on an 
unadjusted basis, showed 
that the economic recovery 
has bear more robust than 
previously thought With a 
bright outlook for company 
profits and low interest 
rates, the bourse is on 
course for 4*500 paints In the 
next 12 months, according to 
Bankgesellschaft Berlin. 

The economic upturn does 
not hold inflationary 
dangers at present, since 
capacity bottlenecks are far 
off and the D-Mark's 
appreciation reinforces price 
stability, notes Dieter 


Wenmrth of Tokai Kanfr 
(Deutschland). 

The Bundesbank meets on 
Thursday, but no moves are 
expected. Despite some 
speculation of a summer rise 
in the securities repurchase 
(repo) rate, now at A3 per 
cent, opinion is tending 
towards no change until 
later in the year. 
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NOTICE tS HEREBY GIVEN tbs the Company has deter- 
mined (o fix July 19 os die Record Date Mid the Consolidation Date 
for this year. Pnrsomt to the lows of R.O.C and the terns and coo di- 
dons in the Offering dollar and Indenture, the Company will dcse 
its stock transfer book and will suspend the Bondholders Conversion 
Rights from July IS to July 19. Thus. Boadbokias have to submit 
their Conversion Notices to the Company's Principal Conversion 
Agent Citibank N.Y. by July 13 in order to be included in the year's 
consolidation. After the Consolidarion Date, the Company will pro- 
ceed with the necessary filing and registration for capital increase in 
order to issue new Shares in exchange for the Entitlement 
Certificates issued and outstanding on or before such Consolidation 
Dae. 

The Company will deliver 17% stock dividend per share to its 
Shareholders. In accordance with the Offering Circular and 
Indenture, the applicable Conversion Price will be adjusted from 
NTS44 to NTS38 per share effective July 19. The excess number of 
Entitlement Certificates derived upon the adjustment of the 
Con version Price will be declared in 20 days after the Consolidation 
Date and then will be exchanged into Shares together with the 
Entitlement Certificates issued and outstanding on or before the 
Consolidation Date approximately in September. 

Bondholders should notice that according to the provisions in 
Section 2.9(a) of the Indenture, interest on any Bond which is 
payable, and is punctually paid or duly provided for, on any interest 
Payment date (July 19) shall be paid to the penoo in whose name 
such Bond is registered at the close of business on the Regular 
Record Date (July 4) for such interest oo the Bonds Register, provid- 
ed that do such payment or adjustment will be made upon con vena on 
for interest that accrued during the period from the last interest pay- 
ment date up to the relevant conversion dote. 

Bondholders should also consult terms and conditions in the 
Offering Circular and Indenture for more details of the conversion. 


Motorola, the US 
telecommunications and 
technology group, is expec- 
ted to fall into the red when 
it reports second-quarter 
results on Tuesday. The 
First Call consensus of 23 
analysts' forecasts is for a 
second-quarter loss, exclu- 
ding non-recurring excep- 
tional items, of 4 cents a 
share (62 cents earnings). 

Analysts are concerned 
that job cuts and restructur- 
ing plans, announced on 
June 5, were a sign that the 
| worldwide impact of deter- 
iorating demand anti pricing 
pressure was more 
deep-rooted than originally 
feared, and this had 
reinforced the negative sen- 
timent surrounding Moto- 
rola. 

“The question remains: 
‘Just how long is this going 
to go on and more impor- 
tantly. what is Motorola 
going to do about it?’" said 
one analyst “It’s announced 
job cuts, but the cost cuts 
there are hardly going to 
make up for the shortfitlL'’ 

Motorola said in June it 
would cut 15.000 jobs over 
the next 12 months - a 10 
per cent reduction In its 
worldwide workforce - in an 
effort to generate annualised 
cost savings of more than 
$750m- In addition, it said It 
would consolidate manufac- 
turing operations, with an 
emphasis on semiconduc- 
tors, messaging, information 
and media operations. The 
company will take a $l^5bn 
charge in the quarto:. 

Mona Eraiba, analyst at 
Gruntal Co. is expecting 
losses of 5 cents a share 
excluding exceptional. She 
said the semiconductor busi- 
ness would be of interest fol- 
lowing an abysmal parfor- 
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mance in the previous quar- 
ter when the unit made an 
operating loss. 

Ms Eraiba recently down- 
graded her fall-year earnings 
per share forecast to 70 
cents. The First Call consen- 
sus is for earnings of 76 
cents. 

In the first quarter. Moto- 
rola said It bad been hurt by 
Asian currency fluctuations 
and weak chip sales, while 
paging and cellular tele- 
phone results were weaker 
both in Asia and the US. 
Exacerbating fears that the 
semiconductor industry is 
entering a protracted down- 
turn, the Semiconductor 
Industry Association said 
that global semiconductor 
sales were down 3i> per cent 
in May compared with April, 
to fa.BSbn, and had fallen 
12.7 per cent year-on -year. 

The SLA found that the 
biggest change occurred in 
Japan, where year-on-year 


sales declined 19.3 per cent, of £496.5m. an advance of 
while sales in the Americas about 15 per cent 
declined 17.9 per cent AFX. 

New York 

WEDNESDAY 


TODAY 


• When Tomkins releases 
final figures, analysts will be 
keen to hear any news of 
plans for spending its gash 
pile. There has been strong 
shareholder pressure for the 
diversified industrial group 
to use the cash and take on 
debt, and this led to it 
announcing a £100m share 
buy-back scheme last year, 
although Greg Hutchings, 
chief executive, had said he 
would prefer to make acqui- 
sitions. In March it made sig- 
nificant inroads into its cash 
by acquiring Schrader-Brid- 
geport of the US for £ U2m. 
although it was still left with 
net cash after the deal. First 
CaU suggests a pre-tax figure 


• There will be keen inter- 
est in the performance of the 
leisure side of Scottish & 
Newcastle, the drinks and 
leisure group that is the 
UK’s largest brewer, when it 
reports final results. The lei- 
sure business produced a 23 & 
per cent profits fell at the 
interim stage and investors 
are probably hoping for reas- 
surance that the difficulties 
have been resolved. In its 
retail division, where it said 
in February that it was to 
pay Nomura, the Japanese 
investment bank, £ 206 m for 
311 pubs, there may be news 
on haw the integration is 
progressing. First Call sug- 
gests a pre-tax result of 
about £425.1m, an increase of 
about 14 per cent. 
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Crecfiop Overseas Bank Limited 
m_ 200,000,000,000 102S% Guaranteed 
Tr ansfo r mabl e Fixed (fate Notes due 2001 
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In accordance with the Terms and Concfitions of the Notes, 
nonce e hereby tpren that lor the Interest Period from Jufy 5, 
1998 to January 5. 1999. trie Notes will cany an interest Rate 
of 5.21484% per annum. 

The Coupon Amount payable on the relevant Interest Pay- 
ment Date. January 5. 1999 wi be IU. 133,268 per 

m 5,000,000 principal amoum 

of Note and ITL 1.332.681 The Agem Bank 

per m. 50,000.000 prind- tpTfm Kret S etbank 
pal amount of Note. Luxembourg 


Total Aaori* kl Banidnfl Account* 15.643462 


Total A9»9t» In Hum Accounts 33486.760 


*8 00 per snare ¥740 per sham 


The Annual Report for year ended 31st March 
1998 will be available upon request from 
September. Please direct enquiries to 
the address below. 


AmnniM Hbtfnp atlntanat Bata e 
HxteBoUancf 

Banco Central del Uruguay 

New Money Notes Due 93006 
Debt Conversion Notes Due 8007 
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The General Aftaiis Dept. 

The Sumitomo lhist & Bankmg Cft, UcL 
London Branch 

155 Bishapsgate. London EC2M 3XU 
Telephone: 0171-945*7000 Faxfli 71 -945-71 77 
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THE WEEK AHEAD 


DIVIDEND & INTEREST PAYMENTS 


■ TODAY 

AMVESCAP 4.5p 

Asahi Chemical Industry 4 * 6 % 

Bds 3000 Y475000 

Beattie (jj 7.25p 

Blue Circle 6 %% Uns Ln E3.125 

Brownlng-Ferris $0.19 

Car Group 1,72p 

Courtaulds 5% Cm 1st Prf 

1.75p 

Craan (J) Units |£i , 975 p 
Epwin 8.7p 
Fishers Inti 0.45p 
Granichester 0 . 4 p 
Housing Fin Corpn g%% 2025 
£4.8125 

Hydro-Quebec 9Vi% Dbs series 
HD July 6 1999 EC 1192.50 
Market Link PWsg 0 . 3 p 
Mitsui FRN 1999 Y20229 
Morgan Cnjcibte 8.5p 
Do 7%p Cm Prf 3.75p 
Neste Oy 9V+% Bds 1999 
$462.50 

Network Tech 0.55p 
Premark Inti SO. 10 
Reokitt & Cohnan 15.3p 
Saatchi & Saatchi 1 2 p 
Sitentnighr 8.2p 

Smith WH 5%% Rd Ln £2.5825 
Spring Ram 0.1 p 
Tudor 2p 
Vaux 3.B5p 

Whitbread 10 *4% Uns Ln 2000/ 
05 £5.25 
Yute Catto 6 p 


■ TOMORROW 

Allted Domecq Fncl Serve £H4% 

Cv 2008 £33.75 

Athlone Extrusions 120.79 

Bank Of IralcHid IC15.9 

Black (A&O 9.75p 

British Assets 1 - 2062 5p 

Chase Manhattan Senior FRN 

2000 Si 47.56 

Devtpt Secs 2p 

Havelock Europe 3p 

Jos Hldgs Inc 3J25p 

Unton Park 16p 

Mercury European Privtn 2p 

Second Scottish Natl 2p 

Triad 4p 

Unifever 71496 Bds 2004 $72.50 
Walker Greenbank 2.4p 

■ WEDNESDAY JULY B 
ABSA GDR $0.20736 
Advent VCT 1.25p 
Albany Inv 3.85p 

BG 8%% Bds 2008 £88.75 
Bermuda Bond Fds $0.20 
Bridgend O.lp 
DKB Inti FRN 2004 $90000 
Dunedin Worldwide Inv 0.5 p 
Gartland Whafley & Baker 2 . Bp 
Granada 9%% Bds 2003 £93.75 
Inter-American Dvlpt 12%% Ln 
2003 £6.25 
Lawrle 79p 

Leo 2 Class B FRN 2032 
£234.94 


Norsk Hydro 9%% Nts 1998 
ECU 96^5 
Wilmington 1.44p 

■ THURSDAY JULY 9 
Camera 2Bp 

City Merchants High Yld 2.75p 
Frwnllngton Inc & Capital 2J3p 
Irish Permanent FRN 1998 
£195.73 

Kansal Inti Airport 8%% Gtd 
Bds 1998 $85 
Nursing Home Props 2p 
Treasury Corp of Victoria B%% 
Bds 2003 £87.50 
TunstaH 1.85p 

■ FRIDAY JULY 10 
Abbeycrast 3p 
Alpha Airports 3.5p 
Bank of Ireland l£15.9p 
B3ton Bp 

Body Shop Int] 3.8p 
Burmah C astral I3.5p 
Charles Stanley 4p 
Clarkson (H) 2.5p 
Dally MaH Bp 

Do A 8p 

Bltott (B) 3.15% Cum Red Prf 
1.65p 

Govett Oriental 0.46p 
Gresham House 0.375p 
Hepworth 6p 

Higher Education Sec Inv Series 
1 Class A1 FRN 2028 £627.13 
Do Class A2 FRN 2028 £666.84 


Do Class A3 FRN 2028 £689.86 
Do Class A4 FRN 202B £749.04 
Do Class B1 FRN 2028 £790.13 
Do Class B2 FRN 2028 £790.13 
Hitachi Credit 6=*% Nts 2002 
$6625 

KGHM Polska Mledz GDR Zty5 

Kunick 0.425p 

Loth bury Fdg Nol Class A1 

FRN £160.47 

Do Class A2 FRN 2031 

£1895.12 

Do Class B FRN 2031 £2085.80 

Lucas Inds 10%% Bds 2020 

£1087.50 

Moriand 4p 

Morris (PhJ $0.40 

Murray Venture 1 1 .05p 

Q Group 0.5p 

RiT Capital Partners 2p 

Scottish Value ip 

Sidtaw i_25p 

Tiger Oats R0.57 

Undervalued Assets 2.35p 

Value & Income 2.4p 

Young (H) 1.5p 

■ SATURDAY JULY 11 
Bert am 421p & 0.69p 
Ireland 9Vi% Capital 2003 
IE4.B25 

■ SUNDAY JULY 12 
AFD-Agence Francalse de 
Devlpt 12%% Ln 2013 £30625 


UK COMPANIES 


■ TODAY 

COMPANY MEETINGS: 
Haemooed, Ashurst Morris 
Cnsp, Broadwalk House, 5, 
Appold Street EC2. 10.05 
BOARD MEETINGS: 

Finals: 

Farepafc 

Heath (Samuel) & Sons 
Matthew Clark 
Norbain 

Pace Micro Tech 

Tomkins 

Whitecroft 

■ TOMORROW 
COMPANY MEETINGS: 

Evans of Leeds, Miltshaw, Ring 
Road Beeston, Leeds, 12.00 
Wyndoham Press, Panmure 
Gordon & Co Ltd. New Broad 
Street House, 35, New Broad 
Street, EC2. 11.30 

BOARD MEETINGS: 

Finals: 

Bespak 
Budgens 
Harvey Furnishing 
JWE Telecom 
Kalamazoo Computer Grp. 
Mentmore Abbey 

Menzies (John) 

Oriental Restaurant Grp. 
Precoat Inti. 

RPC Grp. 

Interims: 

Greenwich Resources 
Low A Bonar 


■ WEDNESDAY JULY 8 
COMPANY MEETINGS: 
Charles Stanley, 25, Luke 
Street, EC2. 10.30 
Cleveland Trust, Theodore 
Goddard, 150. Aldersgate 
Street. EC1. 12.00 
Ferguson Inti-, Founders Hall, 
1. Cloth Fair. ECi. 11.30 
MUtwall, The Den, Zampa 
Road. SE15. 11.00 

BOARD MEETINGS: 

Finals: 

Dixons Grp. 

Fletcher King 
Heiton Hldgs. 

Scottish & Newcastle 

■ THURSDAY JULY 9 
COMPANY MEETINGS: 
Abbeycrest, 1. City Square, 
Leeds, 2.00 

Cox Insurance, The Old 
Library, Lloyd's, Lime Street, 
EC3.4.30 

Homing European Fledgeling 
Inv, 25.Copthall Avenue, EC?, 
12.00 

HcripUrs; The Francis Hotel, 
Queen Square. Bath. 11.00 
Merchant Retail, Founders 
Hall, 1. Cloth Fair. ECI. 11.00 
RIT Capital Partners, The 
Royal Automobile Club, 69. Pall 
Mall, SWI, 11.05 
Sahmsan (Christian), Sheraton 
Grand Hotel, 1, Festival Square, 
Edinburgh, 11.00 


BOARD MEETINGS: 

Finals: 

Aberforth Split Level Tst 
Ransom (Wm) 

Somerfield 

Interims: 

Bensons Crisps 

■ FRIDAY JULY 10 
COMPANY MEETINGS: 

Energy Technique, Solihull 
Moat House. Homer Road. 
Solihull. West Midlands. 11.00 
Storehouse, Merchant Taylors' 
Hall, 30. Thread needle Street, 
EC2, 12.00 
BOARD MEETINGS: 

Finals: 

British Bloodstock Agency 
Shield Diagnostics Grp. 
Interims: 

Gartmore British Income 
Inn Business Grp. 

Company meetings are annual 
general meetings unless 
otherwise stated. 

Please note: Reports and 
accounts are not normally 
available until approximately six 
weeks after the board meeting 
lo approve the preliminary 
results. 

This list is not necessarily 
comprehensive since 
companies are no longer 
obliged to notify the Slock 
Exchange of imminent 
announcements. 


BUSINESS 

WANTED? 


You want to 
advertise in the 

Financial Times. 

For further 
information 
please contact 

Melanie Miles 

+44 0171873 3349 
Marlon 
Wedderburn 
+44 0171873 4874 


CONFERENCES AND COURSES 


CONFERENCES 


Conferences 

& 

Courses 


A umqw international conference on: 
Doing Business in Azerbaijan 
Keynote address: His Excellency 
Haydar Aliyev, President of the 
Azerbaijan Republic 
Sectors to be covered include: 

• OS and Gas 

• Power 

• Privadsanon Opportunities 

• Mining 

• Construction 

• Agriculture 

• Banking 

7hte /xgti profile event is 
sponsored by Baker & McKerebe. 
Global Securities, Eastbrekers, 
Usmo. P nee Waterhouse. 
Coopers and She* 

Contact: Sarah Ritchie 
Tel: +44 171 4532038 
Fax: +44 171 323 4298 
BnaB: sarahj1tchte@fii cu kco. u k 
On Roe: wwwJbc-uk.comFE7101 


London 


27 July ’10 August J99S 
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PTEMBER 3 & 4 
World Aerospace and Air 
insport Conference 
nnpuithcd ,peikci» include Neil 
inck-l. Member ,'f ttic European 
nmitiion. Xifciro Brown. Airbus 
tunc: Ri*crr -Whig. Bninli Airway* 
Piiin: JumiK LVTA: Wm WeSon 
E. Bnn-.li Ariiupikf pk: U onion 
hone. CVnunental Airline.-* tnc and 
S« ifSK. Vn|3W Eipiw. 
hail Jtanuu IJwanh. 

L'ffllC MtCC* 
t-t-t-ll |-| S7.« »3?J 
. |“( K'.l -IS* 

ul •HYPERLINK 

loarmaeil* anfc-fc' Itcom 
a .IlkcnlciniiniW 

LONDON] 


SEPTEMBER 13 -19 
Cambridge Seminar 1998 
Strategic Marketing of 
Financial Services Survival 
into the 21” Century 
Speakers include Sir Brian Pitman. 
Lord Thomas. Lord Butler and Sir 
Roland Smith. Group case study work 
forms major pan of week. 

5 days, £2450 +■ VAT | includes all 
materials, accon w nod n don and mealsi 
Contact Tr«y Robinson 
The Chartered Insmuu of Bankers 
Tel: +44 1227 8 1 8600 
Fax: +44 1227 453547 
Email: trobinuxi^>cd>.orgjik 
Christ's College. CAMBRIDGE 

SEPTEMBER 15 & 16 
The 2nd FT Work! Wafer 
Conference 

Confirmed speakers include Mr W J 
Alexander. Thnmei Waier pic; Mr 
Prcben Nielsen. Asian Development 
Bank; Mr Jan Prim, ABN AMRO Bank 
NV and Dr Leon Awtrbuch. Overseas 
BoducL 

Cimcax Sandi GiHx 
FT Conferences 
TO: i+ 44 i 171 ST? 5450 
Fax: t+*Wj 171 S73 «Ofi7 
ErnaS' Mrah.|tibbfeifLCHn 

LONDON 


IntelcomSS-TIie Wireless 
EsoBomy 

The VWretass Economy 
Conference and Exhibition 
uraquety tor Ihe firsMsne 
rapreseres the toawy of the 
exploding European mobile and 

wvetess communications industry. 
Supported by 18 key associations, 
hear 1 00 CEOs and VPs urvefl 
their future wsions tor the mute- 
bfflon ceUidar, mobto data and 
IntemeL mobfle satalite, paging, 
trunked ratio, mobie e-commercs. 
wiretess access, network 
management, and broadband 
rradtimedfca conteni sectors. 

Tel: +44 171 357 0030 
Fax: +44 1717 957 0031 
wwwJnteicomSSxom 



Earls Court, London 


international Real Estate Finance 
ConterenH “Creating a New 
Synergy: Global Partnerships 
in Real Estate Finance" 

Sponsored by ihe Mortoaoe Bankets 
Association ol Aroenca fMBAk Tho 
only inwmatianaf real assUs towtee 
cDrteronco Otwoted Vo mongage 

tnancc prafesstonalE from dosens 

ol muons Seswjnscavei mcem 
dtSTrfOOmwrtS «\ the Msdentol and 
cornifioicla* sectors m omerglng 
markers Topes mckido mJBaeral 
activity, government potey persoocUvo. 
soconctary systems. vncroaMonal low 
none housing, innovative technotagy 
and tinoe oemors. 

For timber hdomaSon contact 
MBA bHBrnedonal DMelon 
Tel: 202861 6560 

Fac 202 B61 0736 
Email: lntemoUonal8«ntiu^«B 




Maui, Hawaii, USA 


OCTOBER 14 & 15 
FT World Mobile 
Communications Conference 

This annual FT conference has once 
• pain attracted m inicmxiiooal audience 
of senior executives from the mobile 
industry. Speakers include: Mr Huts 
Snook. Orange pic: Dr Jung-Uck Seo. 
5K Telecom. 

Contact: Sian Fancoun 
Tel: 0171 873 3262 
Email: rian.fancourtf&hxoRi 
www. lh .onfere u ue s .com 

LONDON 

OCTOBER 20 & 21 
The 2nd Utility Congress 
- The Competition Audit 

A two day conference and exhibition 
organised by Utility Week magazine 
win address key issues facing the utility 
industry. Speakers include: Rail Nolan, 
Transco; Keith Orchison. Electricity 
Supply Association of Australia: iota 
Easton. Edison; Chris McOra. AngHaa 
Water: iohn Roberts. Electricity 
Association. Mike Be mis. London 
Electricity 

TO:+4d |S1 052 3S18 
Fax: +44 181052 3482 
E-mail: wigcl a-yoncsru •rtiLco- ok 

BRIGHTON 

OCTOBER 28 

The 3rd Annual FT Diamonds 
Con fe rence 

Confirmed speakers include Mr James 
R Rothwell, BHP Diamonds Inc. 
Mr Ryo Yomagudri. Geras International 
Co Ltd: Mr Francis Cund. Christie's 
Europe; Mr Mark Cockle. Diamond 
Intenutkeia] and a senior icprcwntaihc 
from De Beers. 

Contact: Sarah Gibb. FT Conferences 
TO: +44 171 87} 3450 
Fax: +44 171 U73.W7 
Email: sarah .gibtxi 1 iL com 
ANTWERP 

NOVEMBER 7 -11 
MIUPOL 

International Security 
Exhibition 

Slate xccuriiy, indunriol seairijy. local 
communit) seevnty. civil defence and 
other sectors of die securit) industry 
will be exhibited. 

For detailed infommuun 

Fax; Amb-Brakh Chamber of Craranerre 

OI71 W64JW 

or Fax: CMFEX 1033 I 4e27vi n? 
Doha QATAR 

DECEMBER 2 -4 
Vanturn Forum Europe *98 
Arranged by FT Conferences and Venture 
Economics, the 9ih annual Venture 
Forum Ed rope will provide industry 
leaden with an iraponani oppotnmhy lo 
increase their tindersunding of Ihe 
European venture capital marketplace. 
Couloir Sarah Gibb. FT Conferences 
TO: +44 171 «73 3450 
Fax: +44 |7l 873 3067 
Email: xarah.gibbtS'fiJ.'oni 

LONDON 

DECEMBER 7 & 8 

The 17th FT World Pulp and 

Paper Conference 

Once ogain die conference tsiO provide 
you with unique opportunities to gam 
insight into the work! pulp and paper 
industry and tq oeraoik aiih po tc n ii. tl 
partner: and clients io a powerful forum. 
Enqurncs: Lucinda Roberts 
FT Conference* 

Td: +44 171 S73 3J.W 
Fax: +44 171 873 30t»7 
Email: HYPERLINK 

lucrobjotwrc^ficoni 

Wbb: HYPERLINK 

teipJAvwwJtconfcieiices.com 

LONDON 


Conferences 
& Courses 


lb advertise conferences, exhibitions, trade fairs, 
inference venues and training courses to approx 
L2 million readers worldwide. 

Contact Jade Sanderson on 
tel +44 171 873 3507 
fax +44 171 873 3765 


Financial Times 



QUS CjDpClXUnitV 1; 


strategic brand leadership in banking 

- gaining competitive advantage 


FIVE DAY 
CONFERENCE 

at Downing College, 
Cambridge University. 
2-7 August. 

£2,800 + VAT 
(includes meals, 
accommodation 
& materials) 


mapr speakers include: 

Mike Blackburn 

Chief Executive. Hafifax pk 

Mike Harris 

Chief Executive, 

Prudential Bankrtg 

James McOermot 

President Keefe Bruyette & 
Woods Inc New York 

Professor Kamd Janacek 

Chief Economist. 

Komerdnt Banka. Prague 

Ron Clark 

Chief Executive. Mondex UK 


Graham Castle 

Ffrsonnel arid Services Director. 
ABN. AMRO Hoare Govett 

Marion Howells 

Human Resources Director. 
Nations Bank 

Terry Smith 

Partner, Collins Stewart 
and author of Accounting for 
Growth 

Motley West 

Salomon Smith Barney 


Sir Brian Pitman 

Chairman 

Lloyds T5B Group Dk 

Mike PhOlipson 

Head of Brand Communications, 
first Direct 

Richard Desmond 

Group Treasurer. 

BAT Industries pk: 

Kevin Kelly 

Managing Director. 

AJB Bank 


Please contact Paula Lynch at 
Birchin Training & Consulting. 


birchin 


training & consulting 


Tek +44 171 929 6633 Fax: +44 171 929 6644 Email: lynchp@birchin.com 


COURSES 


JULY 13-15 

Fixed Income Securities 

• Gavernmcut Bund Markets 

• Donrenic Markets • Eurobonds 
■ Issuers. lot nun and Inicnnerfiarie* 

• Primary and Secondary Markets 

• Bow) Trading Strategies • Hedging 
and Bond Derivatives 

3 DAYS £975 +■ WT. 

Casual: Birehm Traming & Consulting 
New Address: 

1 Lombard SL EC3V 9AA. London 
Teh 0171 9» 6633 Fax: 01"! 9X 6644 
Email: bi re hi rrg biretofLeom 
lipetnet: taqr.Vwww.biitluiLcom 

LONDON 

JULY 22 - 24 
Advanced Financial 
Modelling with Excel 
Aimed at those »hose »wk involves 
the use of Ewel to develop fmancial 
models particularly those in M&A. 
acquisition financing and project 
finance. Model I ins techniq ues include 

• .Array arithmetic • Linear Regression 

- Optimisation * Monte Carlo 
Simulation • Ftruncial Frame work lor 
Modelling • Development of a fully 
attegnued acquisition model • Assumes 
imermetliair knowledge of Excel 
Conucl: Ruth Reilj ol F5MD for details 
Tel: 44 10! 1625 530150 

Fax- 44 lOi 1625 527937 
E-Mail: qainiii£fi: fsradxojik 

LONDON 

JULY 24 

BPP Financial Education 
The Impact of EMU on the 
Financial Markets 
Ideal for those involved ar every level in 
de financial markets wishing to raise 
(heir awareness of the issues 
surround in; EMU. Workshop forma L 

- The interim period - An economic 
synopsiv * Overview of Enrepean 
partners • The impact on the diflcreiu 
markets • The hack office challenge 

- Monetary policy - Pricing & lax 
ccmv agency* Legal £ regulatory Issues 
Caraacr Maryan Thomas 

Tel: 0171 619 SU« rax: 0171 62S 78 IS 
Email: bpp t i a in mgc ccsnpnscnfeu.-wn 
CENTRAL LONDON 


JULY 27 - 29 

BPP Financial Education 
Financing international Trade 

Provides fundamental knowledge & 
skills particular to rniernniional trade 
procedures. Looks at different 
transactions & the documentation, risks 
& undertakings or the parties involved. 
Suitable for bantars in an operational or 
account management role plus 
corporates: - International documentation 

• Terms & current practice • Single 
product transact ions - 1/c's etc 

• tapon/export loans • Structured deals 

• Countertrade, credit insurance & 
guarantees ■ Facility structuring. 

Coraad: Maryon Thomas 

Tel: 0171 628S444 Fax: 017! 628 7818 
Email: bppirainmg^'coinpuservtjctnn 
CENTRAL LONDON 

JULY 29 -31 

BPP Financial Education 
Understanding Equities 
Gives an overview of equities & the 
Equity markets. Suitable for entry level 
staff & as a refresher or for companies 
providing services to the equity 
markets: • Different equities & their 
uses • Structure of equity markets 

• Basic valuation techniques ■ finding 
Sc settlement systems • Developed Sc 
emerging equity markets • The future. 
Contact Maryon Thomas 

TO: 0171 CBS 8444 Fax: 0171 62R 7818 
Email: bpptrammj^conrrnisCTvcxtxn 
CENTRAL LONDON 

AUGUST 12 - 14 
Effective Negotiating Skills 

• The Negotiable: Range ■ Fewer Bases 

• Trading Concessions - Principle* i wm- 
wint of Negotiation * Communicating to 
Influence ■ The Phases and Stages 
i process) of Negotiation * Telephone 
Negotiation. Team Negotiation. 

3 Day* £MS ■* VAT 

Conflict: Birchin Training Sc Consulting 
New Address: 

1 Lombard SL EC3V 9AA, London 
TO: U17I 92*1 tu>33 Kii: OI7t 929 6644 
Email: birehiny-bi rchiruxuti 
taetnet: http ‘Jh* ww.hiirhin.com 

LONDON 


AUGUST 17 -21 
Introduction to Corporate 
Credit Analysis 

« Types of Borrowers and their needs 

• Techniques of Credit Analysis * Profit 
and Loss account and Balance Sheets 

• Spreading. Ratios. Key Indicators 

■ Cashflow. Forecasts. Sensitivity 
Analysis - Business Plans. Debt Service 
Capacity. Covenants • Analysis of Risks 
5 Days til 45 + VAT 

Contact: Birchin Training & Consulting 
New Address: 

1 Lombard SL EC3V 9AA. London 
Tel: 0171 929 663? Fix: 0171 929 6644 
Email: brnhin^bhchtrLconi 
InierneL' tmpj/www, tacit irLconi 

LONDON 

AUGUST 24 ■ 26 
Project Finance 

■ Project Risk ■ Feasibility Studio and 
Preijecr Plans • Ccnsunctim of Cashflows 
and use of Modelling ■ Risk/Returu 
Prospects • Discounted Cashflows. IRR 
and NPV ■ Types and Sources of Finance 
including Equity • Special Purpose 
Vehicles and Financing Structures 

• Project Documentation 
3 Day* *995 + VAT 

Contact: Birchin Training & Consulting 
New Address: 

1-67 Lombard SL Londoa EC3V 9AA 
Tel: 0171 929 6633 Fax: 0171 929 6644 
Email: biTchnqj'birehin.ctwn 

Intel net: hapV/www. birc/mucora 

LONDON 

OCTOBER 12-14 
Power Ink’s International 
Private Generation Workshop 

In odNulion with Mott MacDonald. 
Three-day intensive course providing 
panicipBnis with a derailed understanding 
of the content and structure of the 
agreements that underlie all successful 
power generation schemes. 

Sponsors Dresdner Kletnwon Benson 
TO: 44 (Oil 273 202920 

BRIGHTON 


LANGUAGE COURSES 


To advertise in 

Language 

Courses 

♦ 

Please contact 
Jade Sanderson on 
+44 (0) 171 873 3507 


FAST. EFFECTIVE. AFFORDABLE 

Would speaking your 
Customer's language 
have made the 
difference ? 


Did your last meeting overseas go as well as you had 
hoped ? No 7 Why not 7 Did you fose out to a competitor 
who did speak the language of the customer ? 
Don't let It happen again - 

Call BERLITZ for details of 'Doing Business in' 
French/German/Spanish NOW on 

0171 -915 0009 
0121 - 643 4334 
0161 -338 3607 
0131 - 336 7108 


Helping the World Communicate. 
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CURRENCIES & MONEY 


Spotlight on Japan 


POUND SPOT FORWARD AGAINST THE POUND 
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By Daniel Dambey 


With the yen in the balance 
and other markets seemingly 
dependent on its Cate. Japan 
wm once again be the focus 
of attention nest week. Inter- 
est will be especially Intense 
because of continuing cam- 
paigning for elections to 
Japan's upper house on July 
12 . 

The battle lines in the 
forex markets are already 
drawn. On one side are those 
who think the yen will fall 
from its current levels of 
around Y 140 against the dol- 
lar, to YI 50 . YI 60 and 
beyond. Such a plunge, 
thinks Avinash Persaud at 
J. P. Morgan, will affect 
many emerging markets. 
"Dollar/yen is the only game 
in town," be says. 

Others take heart from 
signs of Japanese financial 
reform and the yen's greater 
stability in recent days. 

“If what we are seeing is a 
fundamental policy shift in 
Japan, then the yen could go 
to YI 30 or Y 125 much more 
rapidly than people think," 
says Paul Chertkov,- at Bank 


or Tokyo-Mitsubishl. 

It had been thought that 
the ruling Liberal Demo- 
cratic party would not make 
announcements of financial 
reforms during the campaign 
because of the unpopularity 
or further aid for the bank- 
ing sector. 

But the battle to defend 
the yen has become so 
important that some propos- 
als have already seeped out 
The markets will be on the 
look-out Tor more. 

In the UK. Thursday's 
meeting of the Bank of 
England's monetary policy 
committee will be the focus 
of the week. Recent evidence 
or inflationary trends has 
convinced the market that 
the current repo rate of 7.5 
per cent will be raised at 
least one more time this 
year. But on balance it d®as 
not expect the Increase to 
come this month. 

May's industrial produc- 
tion figures, out today, will 
be scrutinised for signs of 
bow UK manufacturing 
industry is faring. US pro- 
ducer prices Tor June will be 
released on grid 
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EURO PRICES 


EQUITIES 

^Europe cheered by Japan rally 
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EUROPEAN OVERVIEW 


By Simon Dairies 

Pan- European equities edged 
higher last week, buoyed by 
the recovery in Japanese 
equities as the government 
launched its latest attempts 
to revitalise the flagging 
economy. 

The FTSE Eurotop 100 
index edged 13-38 higher to 
2972-11 on Friday, represent- 
ing a 2.7 per cent gain on the 
week. And four stock mar- 
kets. Amsterdam. Frankfurt, 
Paris and Zurich, hit all-time 
highs on Friday. 



1282 . 26 . while the Ebloc 100 . 
which covers companies 
from countries in the first 
wave of European monetary 
union, gained 9.55 points on 
Friday to close at 1073 . 64 . 

Activity at the end of the 
week was extremely sub- 
dued, due to the closure of 
the US market for the long 
Independence Day weekend, 
and activities in the Far East 
and the US are expected to 
call the shots in the markets 
this week. 

Th e bank sector finished 
strongly, buoyed by rumours 
of a potential merger 
between Spain's Argentaria 
and Banco Popular. There 
was also speculation about 


mergers and acquisitions 
activity in the European car- 
maker sector, which rallied 
strongly in spite of the 
denial of rumours of a poten- 
tial merger between Volks- 
wagen and Volvo. 

Support services also per- 
formed strongly, propelled 
by a 6 per cent increase in 
the share price of TNT Post 
the newly demerged postal 
arm of the KPN telecoms 
group. 

However, the healthcare 
sector lost 7.17 per cent of its 
value, as shares in Ny coined 
Amersham fell Ecu 0.50 to 
Ecu 6 . 62 . 

BT Alex Brown's quantita- 
tive research tearn picks out 


the pan-European electron- 
ics and electrical equipment 
sector as the meet attractive 
in terms of both fundamen- 
tals and market sentiment It 
received the most significant 
gamings upgrades in the last 
month. 

The sector with the high- 
est forecast medium-term 
earnings growth is deemed 
to be motors. The two sec- 
tors were strong gainers on 
Friday, climbing by 1.37 per 
cent and 2.64 per cent respec- 
tively. 

The food and grocery sec- 
tor is marked down as the 
least attractive, after sub- 
stantial relative outperform - 
ance for this year. 
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Credit Suisse First Boston can offer its clients a unique opportunity ahead of the 
introduction of the euro. We have restructured our European Government bond market 
making activities to focus on the maturity spectrum. Split into 3 categories, ranging from 
zero-3.5 years, 3.5-7 years and 7+ years across all the EMU currencies, we offer the benefit 
of faster pricing, greater ‘relative value* expertise, enhanced risk management and deeper 
market insight Change means opportunity. 
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Rockwell Automation ensures the efficient 
production of Nestle's delicious chocolate products. 
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Taxing subjects 


European Union finance ministers 
meeting in Brussels for the Hist time 
under the Austrian presidency are 
scheduled to discuss taxation matters, 
particularly taxation on electronic 
commerce, a proposal to update BJ 
regulations on harmonised consumer 
price indices, and preparations for a 
single currency. Their deliberations will 
be preceded by a meeting of the Euro-ii 
group of ministers from countries 
participating In the single currency. 


Cleared for takeoff 

Hong Kong’s new Chek Lap Kok airport 
opens for business. Butt on 2 JOOO acres 
of toid reclaimed from the sea and with 
a terminal building big enough to swallow 
all four of London Heathrow’s terminals. 
Its impressive passenger-band Bng 
capacity looks unffitely to be stre t ch ed 
during the current Asian economic crisis. 


Naval exercise 

Japan's navy, or maritime self-defence 
force, Joins Rlmpac 98, the US-led 
multinational Joint naval exercise off 
Hawaii. For the next four weeks, navies 
of six regional countries will participate in 
joint manoeuvres. Including surface 


Aitken on trial 

Former UK Conservative government 
minister Jonathan Aitken appears in a 
London court accused of perjury and 
perverting the course of Justice; the case 
foflows the collapse last year of Aitken’s 
libel sint against a newspaper. 



Making of a president 

The Slovakian parliament will hold Its 
nmth vote to an attempt to choose a 

president 


version of the original Gpjta, which 
was released to Jap® 1 


Saltier's gifts 

European Commission president Jacques 
Saiter gives tire awards to Europe’s 
i top-aelflng bands when the International 
Federation of the Phonographic Industry 
(iFPf> holds its Platinum Europe awards 
dinner in Brussels. 


Athletics 

The World Youth Games open In 
Moscow, running until July 18. 


| Tour tie Dublin 

The Tour de France cycle race starts to 
Dublin, stays In Ireland for two d ays of 
stages, then returns to France, ft finishes 
In Paris two weeks later. 



s ; ;n/.e 

Jjiony 


SAARC summit Soccer 

The South Asian Association for Regional World Cup third 

COHoperatlon (SAARG) holds te summit 

meeting in Colombo. HofiddY 


place play-aft, Paris. 



■X V. 


Golf 

Glasgow: Loch Lomond World. 
Invitational (to July 11). Coal Valley, 
Illinois: Quad City Classic (to July .12). 


SUNDAY 12 


FT Sumps 

Finland, Basque Country. 


Holidays 

Argentina, Brazil, Sri Lanka, Thailand, 
Morocco. 


FRIDAY 10 


Steering wsS clear of the final throes of the World Cup, the Tour da Franca cycle race gate under way In DuMn on Saturday 


Polish visitor 

Pofeb prime minister Jerzy Buzak meats 
US president Bit Clinton In Washington 
on the second day of his visit to the US. 


Japanese poll 

Sections are held for half the seats kt the 
Japanese parfemenfs upper houses A 
total of 474 candidates wiB compete for 
126 seats, 50 of them larder a rww 
system of proportional representation. - 
The ruling Liberal Democratic Party 
needs 60 seats to maintain its majority 
and if it fate, Ryutaro Hashimoto, prime 
minister and head of the LDP, wfli be 
under pressure to step down. Early 
Indications that the turnout may be 
the lowest for any Japanese poS 
have ted officials to extend voting by two 
hours. 


focus 


jinks vi 


Mauritania, Morocco*, Oman. Tunfela*, 
United Arab Emirates. 


Azerbaijan, Serbia. 


Caspian deal 

Kazakh leader Nursultan Nazarbayev 
visits Moscow for talks with Boris Yeltsin 
following the cancellation of the Russian 
president's recent planned visit to the 
Kazakh capital. The two leaders are 
scheduled to sign agreements on how to 
cfivkfe the seabed In the northern section 
of the resource-rich Caspian sea. 


TUESDAY 7 


WEDNESDAY 8 


Guide to the euro 


Cricket 

Old Treffbrd; England v South Africa. 


The Financial Times, in association with 
I Detoitte Touche Tohmateu and Bankers 
Trust, publishes a Guide to Economic 
and Monetary Union, a compilation of 
relevant articles from the FT over the 
past 18 months that provide a briefing on 
the background to the euro and Its 
Implications for business people (hot 
available in US editions). 


FT Survey 

Latvia. 


Big Apple, Big Mac 

Apple Computer’s main week-long trade 
show, Macworld, opens In New York. 


Dow Coming deadline 

Deadline for Dow Coming, the US 
chemicals group, to reach an 
out-of-oourt settlement with 
complainants who claim to have suffered 
after using its breast implants. 


Holidays 

Czech Republic, Lithuania, Indonesia, 
Malaysia, Bahrain, Benin, Egypt*, Ivory 
Coast, Jordan, Kuwait*, Lebanon*, 


Soccer 


First Work! Cup soccer tournament 
semi-final between Brazil and Holland at 
Marseilles. 


Air deal decision 

The European Commission is to 
announce the conditions under which It 
wfll allow the planned alliance between 
British Airways and American Airfines to 
go ahead. Substantial compromises by 
the Commission - the airlines are now 
expected to have to give up 220 take off 
and landing slots at London's Heathrow, 
against the 350 slots originally demanded 
- meai the planned Bnk-up is expected 
to go ahead. A decision on another 
alliance, involving Lufthansa of Germany, 
Scandinavian Airline System and United 
Airlines of the US. is also expected. The 
Commission is also to rule on the $37bn 
merger between WorldCom and MCI, the 
US telecommunications companies. To 
secure approval from Karel Van Mlert, EU 
competition commis si oner, MCI has 
agreed to sail all its retail and wholesale 
Internet activities. MCI la also thought to 
have agreed to turn down new business 
from custo me r s of the businesses to be , 
sold. 


election in spite of adverse opinion poll 
ratings. Theo Waigei, the finance 
minister, aims to hold overall public 
spending growth to a maximum of 2 per 
cent a year for the medium-term In order 
to tower the share of state outlays In toe 
economy and cut Germany's public 
deficit, as defined by the Maastricht 
Treaty criteria for Emu, to 0.5 per cent of 
gross domestic product In 2002 from a 
forecast 2J5 per cent this year. 


Election watch 


Hriyenko flies in 

Russian Prime Minister Serge* fCrfyenko 
Is due to arrive to Tokyo for talks with 


Japan sends a 30-member team to 
Cambodia to monitor the country’s 
general election, scheduled for July 26 
under a Japanese-sponsored peace plan. 


Japanese prime nyuunu ». 

Hashimoto 

and other cabinet members (to July 14). 


Birthmark 


China's State FamOy Planning 
Commission holds a 10-day event to 
mark World Population Day (to July 19). 


Under the hammer 


Christie’s is to auction to London a first 
edition of Chaucer's Canterbury Tales. 
The book is expected to fetch at least 
£700,000. 


FT Survey 

Global Custody. 


Ecuador run-off 

The run-off vote b held in Ecuador's - 
presidential election between Quito’s 
mayor, Jamil Maluiad, the candidate for 
the centrist Popular Democrat party, and 
j Alvaro Noboa from the populist 
Roktosista Party of deposed and exfied 
president Abdafa Bucaram - nicknamed 
"B Loco”. 


SATURDAY 11 


Soccer 


Second World Cup soccer tournament 
semi-final between Fiance and Croatia at 
Paris-Stade de Ranee. 


Monster comes home 


Holiday 

Thailand, Senegal*. 


THURSDAY 9 


GadzfM flits Japan, American-style: to a 
cine ma tic version of taking coate to 
Newcastle, a Hollywood remake of one 
| of Japan’s best-loved matinfre monster s , 
GodzXe, is lawched at cinemas 
throughout Japan. Sony Pictures, 
Japanese in ownership but Hofiywood to 
style and location, spent about $T20m on 
production and marketing a souped-up 


Copyright talks 

The European Commission and Austrian 
BJ presidency hold a c on ference to 
Vienna on ’‘Creativity arid InteUectual 
Property Rights: Evolving Scenarios and 
Perspectives’ (to July 14). 
Representatives of industry, BJ 
governments and third-party countries 
wiU discuss issues raised by the ELTs 
draft directive on copyright 


Soccer 

World Cup final, Paris. 



FT Survey 

Croatia. 




Holidays 

Bangladesh*, Pakistan*, Sri Lanka, 
Burkina Faso, Mauritania, Jordan, 


German budget 

The Bonn cabinet wil agree the draft 
federal budget for 1999 and a medium 
term financial plan to 2002, emphasising 
Chancellor Helmut Kohl's belief that his 
coalition government w3l be relumed to 
power fn the September Z7 general 


Everything covered 

Holocaust claims win come under 
discussion when the US National 
Conference of Insurance Legislators 
meets to Boston. Abo on the agenda are 
the Citigroup merger, demutualisation 
and Year 2000 problems. 





ECONOMIC DIARY 


Other economic news 


Statistics to be released tMs week 


Monday; Manufacturing 
output b thought to have 
fallen slightly in the UK during 
May, with sterling's strength 
hitting production for export 
Tuesday; Discussion of gold 
reserves and reserve 
requirements for commercial 
banks win dominate the 
European Central Bank's 
second cowcfl meeting. 
German Industrial output is 
forecast to have risen to May, 
partially reversing April's drop. 
Wednesday: Consumer credit 
growth in the US b thought to 
have shown healthy growth in 
May as consumer spending 
remained strong. Failing 
unemployment should have 
shored up French consumer 
confidence last month. 
Thursday: The Bank of 
England will announce 
whether It b raising interest 
rates at noon, with 
economists on balance 
predicting no change. The 
Bundesbank council b 
expected to announce no 
change in German Interest 
rates. Initial US unemployment 
claims win have remained high 
to the week to July 4 because 
of the GM strSce. 

Friday: US producer prices 
are expected to have fallen 
last month, reflecting weak 
erode ofl prices. 
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ACROSS 

1 Cut off commercial break 
( 6 ) 

4 Put up with belts last (6? 

8 Treated the throat with 
mixture of egg and. lard (7) 

9 NO unwritten kw (7) 

11 Slgning-an paints (6.4) 

12 Artist In outlying Middle 
Easton country (4) 

13 Bad spelling, possibly, In 
Dally Mail's leader (5) 

14 Main objective of Ahab’s 
revenge (4.4) 

16 A sign of emotional entan- 
glement (4,4) 

18 Faded away as dawn broke 
around the east (5) 

20 Pronounced defect In Botti- 
celli's painting (4) 

21 The scale of EEC trading 
abroad (lti) 

23 The last form of secrecy (7) 

24 Is in contact with Sid and 
Joan, perhaps (7) 

25 Submit and See the wall 
( 6 ) 

26 Tobacco frauds (6) 


DOWN 

1 A doctor goes round the 
French scene of massacre 
(5) 

2 For which a damp coarse Is 
essential (7) 

3 A film ends cryptically, 
making point, perhaps (9) 

5 Inoi; form of chemical of 
growing importance 

6 Green still on remand (7) 

7 Sent to fourth door (9) 

30 Strong line taken at a trade 
exhibition? (4J>) 

13 Vocal stall-holder (9) 

15 Outstanding arc-light (3,6) 
37 To give reasons is no lon- 
ger simple (7) 

19 Contracts for polar mJsaOes 
(D 


2z Smart girl that is after a 
share ol the proceeds (5) 

22 Gets some food and departs 
about noon (5) 



MONDAY PRIZE CROSSWORD 

No.9,726 Set by DANTE 

A imgrmm of Lauwatt Perrier Rc»§ champagne for the Bret correct 
solution opened. This prise is available only to winners Bring in 
ttwgfcmfl, Scotland and Wales. Winner* with oversees addresses will 
-receive a stainless steel FT desk dock. Solutions by Thursday July is, 
marked Monday Crossword 9,726 on the envelope, to the Financial 
Times, 1 Southwark Bridge. London SE1 BHL. Solution rat Monday July 
20. Pleste allow 28 days for delivery of prises. 


Solution 9,714 


Winner of Puzzle NoJJ,726: D. WflMamson, Broadway, 
Hminster. 
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Latvia 


After the initial shock of exclusion 
from the first round of European 
Union enlargement negotiations, 

Latvia is pressing ahead with 
economic and other reforms designed 
to speed its integration into Europe. 

Eventual membership of the EU and 
Nato is seen as the key to future 
prosperity and to better relations 
with neighbouring Russia. So is 
enthusiastic involvement in pan- 
W Baltic co-operation organisations such 
^ as the Council of Baltic Sea States 
which also includes Russia. 

Politically, general elections take 
place in October against the 
background of a strengthening 
economy and rising foreign 
investment. Ambitious plans are 
afoot to develop and gain added value 
from the country's large timber 
resources and to build up Latvia's 
natural advantages as the main oil 
transit route from Russia and beyond. 

The country's three 
main ports 
Ventspils, Riga 
and Liepaia 

already have Si 

more trade than K&rcf . - . •• 


the other eastern Baltic ports and St 
Petersburg combined. Last month, 
Ventspils accepted the first Afhunax 
I20,000dwt oil tankers after 
completing an expensive deepening 
and dredging programme. The ability 
to service the biggest ships able to 
sail through the Danish straits 
significantly improves the 
competitiveness of the ice-free port. 

The national currency, the lat, is 
stable and kept so by a vigilant and 
independent central bank led for a ' 
second six-year term by Einars Repse, 
governor of the Bank of Latvia. 

The currency's value is firmly 
linked to the IMF's special drawing 
rights and kept so by tight monetary 
policy with exchange rate stability as 
the main policy anchor. 

Monetary discipline, combined with 
limits on public spending, has helped 
to restore macro-economic stability 
and lay the basis for sustainable 
growth. 

Robert Zile, the finance minister, 
expects gross domestic a 

^ product growth of about 5-6 Jm 

Hl per cent this year after an 
Pi unexpectedly high 6.5 per K jf. 


VladSs Bfrkavs: *We need 
to solve the minorities 
problem' 


cent in 1997 when the budget moved 
into a surplus equivalent to about 1.3 
per cent of GDP. 

Inflation, already the lowest among 
post-communist economies, is 
targeted to decline further to about 6 
per cent a year by December. 

At present, the overall investment 
climate is clouded by political 
uncertainty before the general 
elections and by poor relations with 
Russia. But two large investment 
projects are under consideration. 

The first is a $Ibn project to build a 
pulp and processed paper complex 
south of Riga. 

A special government committee is 
evaluating rival proposals put 
forward by Finnish and Swedish 
paper companies and Tolaram, a 
Singapore-based company which 
successfully revitalised a bankrupt 
paper mill in neighbouring Estonia 
last year and which is tbe biggest 
investor in Latvia's 
f-.n textile industry. 

Tbe second big 
project under 
"X examination is a 
lift $400m plan to 
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Economic summary 
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Integration is seen as the key to prosperity. But there 
is political uncertainty about poor relations with 
Russia and citizenship issues also need to be resolved. 
Anthony Robinson and Matej Vipolnik report 

. Focus is on closer 
links with Europe 
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build a new crude oil export pipeline 
to the port of Ventspils. This would 
further raise Ventspils’ status as the 
main northern route for Russian oil 
and oil product exports but requires 
good political relations with Moscow 
to become viable. 

Economic and political relations 
with the big eastern neighbour are 
strained. Russian oil companies, hurt 
by lower world oil prices, are pushing 
for tower transit fees through Latvian 
ports and pipelines. Some are also 
calling for investment in new port 
facilities on Russian -territory in the 
Gulf of F inlan d to compete with the 
Baltic ports over 
which Moscow 
lost control 


pressure. 


--.•tr*. ; 


Guntars Krasts: coalition 
is pressing ahead with 
reforms 


“7 


accompanied by threats of retaliation 
against Latvian exports, has been 
matched by noisy protests about 
alleged abuse of the civil and other 
rights of former Soviet citizens. 

Meanwhile. Latvia's international 
image was tarnished by a damaging 
political “own goal” scored by tbe 
former head of the Latvian army. He 
turned up in uniform at a 
remembrance ceremony on March 16 
held by uniformed members of tbe 
former Latvian Legion. This was a 
conscripted force set up by the Nazi 
occupiers and recruited to help 
German Forces fight against the 
Red Army . 

The government failed to spot 
In time the very negative 
image from the Legion : tf K f S 

rally in a country whose 
Jews were massacred by 
the Nazis and which is HLr 


Robert ZBe expects GDP 
growth of 5-6 percent 
this year 


still divided between Latvians who 
see Nazis and Bolsheviks alike as 
alien invaders and those former 
Soviet citizens who fought against 
Nazi Germany but entered the 
country after the Red Army's second 
conquest. 

The Legionnaire crisis underlined 
the complex and sensitive issues 
involved in the citizenship issue. 
Former Soviet “non-citizens’' make 
up roughly one third of the 
population. Many have suffered 
economically as well as politically 
and socially from changes since 
independence which coincided with 
the collapse of the old 
_ transferable rouble system 

and the C-omecon trading 
system. 

Until now. Latvia has 
insisted on minimal 
' - Continued on Page 2 


W Andris Skele his People's 
party is attracting voters’ 
'interest 


tort 
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'’‘made s#fictent|»^|ress in afl aspect^of devdopment to merit this. 

'" ; By Oonstetert formgn and domestic poflefes, Latvia has trarefied the tong path 
a rep#)Bc to a developed European state, ta just a few 

Hgh fte £0, Ldvte has Signed several important Agreements: 
: *n A8M^ri between Utvte’anditbe EU trade and commercial and 
/iconpp# oKipefabwT, an Agteemoft between Latvia and the EU on fisheries. 

wrwS tiWEU member ^ sbites, the.Europe Agreement 
; b ba ftfe hlng ■ an assodatioh bHwewi;tbe'E^ .mvi imyia came Into foroe. • This 
^ «MwiybflroePB-fof oo>-ffifafliit»qAwf|h the Eli mender countries. The. 
^ksraemerir«Bates abi»d 1 ^bastefordevek^ Lahria 

^jfiwEU m such areas Ss economic and financial cO-operafiprw ctKipBratkin 
.jrjjiijnri rrlfm kv education, sderaTO and cultur^as.weB-ae in cfoer fields. 
P^AsajcimfoR agreansnl also 'opens the way Latvia to participate in 
^^^riKpfogramriws- Vtit-1998; Latvia -started participation in such 
^pratfrarr^WBocraies, TednaTOdda Vind, aid vtomh for Eurape. in 1399. 

perttomation hi.fi»prograrrimBS life, 5th fraoi?work.Met8a II, 

Haphsetfend SME'. . > - _ • J v. j'-".*:. v 

*mi . Fb Enxo|>c 

sd^edCopenh^encfAeria. The country has undertaken 


mayor projects pertaining to the sofidarity of civU society, the development of the 
economy and of competitiveness, as weU as the strengthening administrative 
capacity. Together, these undertakings will guarantee Latvia's abiBty Ip fulfil the 
obligations of an EU member state as early as 2002, in fine with the Labrian 
government's Natonal Programme for adoption ^ Ajufe : . 

One measure that vvffl increase foe sofidarffy of cwfl society is foe adoption of 
changes in the Law on Citizenship that abolish the so-called ."naturafisation 
windows 1 ' and a|low children of non-citizens bom after 1991 to receive 
citizenship upon the request of their parents. The government has also 
abolished fees for naturalisation tor certain categories of residents. In co- 
operation with the United Nations Development Programme, a national 
Lalvian-language leaching programme is being implemented. 

The Latvian government pays special attention to. measures to prevent crime, 
especially organised crime, to stop money ijujndering arid reduce official, 
corruption, as weft as other undertakings aimed at fostering a stable and secure 
social environment in Latvia. Latvia is taking an active part in hitemafonal co- 
operation to fight crime. 

The country's economic policy since 1991 remains unchanged: to create a 
Western- st yie free market with a sufficiently libsral. corrqjetrtion-oriented. 
private-ownership based economy, an open foreign trade policy and a 
progressive adjustment of the economte environment to foe requirements of the 

EU.. *' ! . ‘ 

Consistent economic policies have strengthened the basis for a market - 
economy in the country. Private ownership is pow the dominant form of 
property holding. The Latvian economy is showing noticeable development, 
mostly thanks to significant progress in the privatisation of state enterprises. 

The work of the Latvian Privatisation Agency continues with its efforts to attract 
foreign investors ter some of the larger state-owned enterprises, particularly in 
the public utilities sector. In addition to the privatisation of enterprises, steps 
are being taken to complete foe land privatisation process and to provide foe 
legal basis which will secure these transactions. To date, the privatisation 
process has been very successful with a reasonably smooth transition for the 
private sector. 

The potential tor economic growth is best charactensed by the growth of 
Investments. Foreign investments grew significantly hi the last few years. Tbtal 
foreign investment in Latvia from the eariy i 990s tolhe end of 1997 amounts to 
3.582 bfliion USD. Foreign investment rose by 42% in 1997 atone. On a per 
capita-bass, foreign investment in Latvia totals 5T7 USD. This means Latvia is 
dose, to the leading countries of Central and Eastern Europe in terms: of 
attracting foreign investment 

To ensure.toal legislative norms are respected -and to co-ordinate Latvia's 
integration process, an institutional framework has been created in the country, 
with foe European Integration Bureau established as the leadng institotton.^- '• 

A programme for Latvians development 

in 1S98, Latvia drafted a new National Programme for Adoption of Acquis. This-, 
is a document setting out specific actions necessary for Latvia's advancement 
toward the EU and listing necessary undertakings for reaching goals, : 
implementafion mechanisms and deadlines, as iHBil as responslUe institutions 
and necessary financing. This is not only a programme for Latina's accession 
to the EU. it is also' a blueprint for the development and modemisatkjn of Latvia. 
The Programme has been given exceflent marks for its structure and breatflh 
and s considered somewhat better than SHnHar plans by other rhenfoer SIMes. 


: ‘ Removing barriers to co-operation 

Latvia has matte ^ ^ significant progress In ac^usting its legislation in accordance 
with.EU norm?, vfoich is ah important step in view of Latvia's growing co- 
operation with EU countries. Thrs.process has real meaning onty if such 
legislation is. respected and enforced, and the Latvian government is 
consoenfiot^ taWng sti^K to ensure foaf foists so. The functioning of laws in 
accordance with EU, norms- in both Latvia and other European states will 
increase thesoccessft&y started co-operation jn foe future. 

The approximation of Latvian legislation with EU norms has two linked 
purposes? to create a' body of laws for a modem, open society and to prepare 
the nation, by this process, tor integration into the EU. It should be noted that 
.foe Latvian legal system has it roots in the common traditions of European law. 
In the 9eose, , foe aKwdfoation process is also a means of bridging ihe gap that 
was artificte%^creaied. over.the past 50 years. - ^ 

Latvia is keenly aware of. the link, between legislation and economic 
development Participation in EU can open new, dynamic possibilities lor the 
country, tn order to take advantage o* these to the fullest, it is important to take 
adequate preparatory steps during tt» accession process, espectoily in terms of 
tegcdalion and imiptementatton. • 

Legislative screening - proof of progress 

For two months . tn Brussels, there has been screening of candidate countries; 
legislation for compliance With EU norms. Latvia’s participation fn these 
meetings has been very successful, n shows foe high professional competence 
of ministry experts and foe good Organisation of legislative approximation work 
fn Latvia. • European Commission experts say unofficially that Latvia has 
reached a relatively high level of legislative development 
By successfully participating in tbe screening process foiling foe year, and by 
undertaking other important steps mentioned in the Accession Partnership 
document, it is possible foal Latvia could receive a positive assessment by foe 
European Cqmmisiston of its readiness to start talks about jocnirig the EU. 

; > _ The future outlook 

What is Latvia's place in Europe's future? There is no doubt about Latvia's 
belonging to Europe. The European idea is one of a common fate, awareness 
, of a common history and at understanding that there 6 a specific, European 
way of thinking and system of values. Latvia shares foe Christian trefottons of 
. Europe. Latvian science, education and intellectual traditions are rooted in 
Europe. Latvia has developed foe same technologies, as are used <n Weston 
Europe. There are no radical differences of lifestyle or values, only deficiencies 
created by fifty years of iivir^ under. Soviet totalitarianism. One can, thereby, 
assume that these efifterendes Wat soon fade, and Latvia's borders win be the 
Eastern borders of the EU. Then -Latvia wffl be fu8y able to take advantage of 
its geopolitical situation arid serve - as a bridge between East and West 
Latina hopes. to use ’foe European integration process not only tor its own 
advantage, but also tp participate in the forming of a common European future 
in the 2fst century. foal win be characterised by broad democracy, peace, good 
neighbourly FetBtiorts, prosperity and stability both on the European continent 
and to the worfcL , Meeting these goals is in foe interest of Europe and other 
nations around the. world, and Latvia Intends to make its contribution to this 
process. :' W \ ' 
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Focus is on closer ™ B BCOHOMYm by Matel vipotnik and Amh ° n y ro^o n 


links with Europe Market reforms 



Con tinned from Page 1 
know] edge of the Latvian 
language and culture and 
instituted a slow -motion age- 
iiniced application process. 


social security system. 

“Because a good know- 
ledge of Latvian is one of the 
prior requirements for state 
employment, virtually all 


Inflation is down, 
foreign investment 
is rising, and GDP 

Many Latvians fear that giv- the ministries are staffed by • PYT1 prtpH 
ing citizenship and the vote Latvians, often with little ^ CA r' CCLC ' a 
to all non-Latvians could previous experience in how flSe 6 p6f Cent 
threaten their regained lnde- to run a department or a 


pendence. 

Influential Latvian-born 
Russians such as Valery 
Kargin, the chairman of 
Pares Bank, the largest com- 
mercial bank, argue that 
maintaining their 
second-class status is both 
bad politics and a waste of 
human resources. His own 
Latvian citizenship was 
granted in recognition of the 
bank's contribution to the 
economy. 

The underlying problem is 
the legacy of a totalitarian 
past. Latvia and the other 
Baltic states were effectively 
colonised by Moscow. 
Recreating the independent 
statehood and institutions 
suppressed in 1940 required 
regaining national control 
over borders, the police and 
armed forces, the judiciary’ 
and the state in general. 
That was the justification for 
introducing “discrimina- 
tor;’* citizenship laws 
throughout the Baltic states. 

Influential politicians, 
including President Guntis 
1 Omanis , argue that the citi- 
zenship issue must be solved 
if Latvia Is to qualify for 
European Union entry early 
in the next century and 
build a balanced and mutu- 
ally acceptable relationship 
with Russia. Similar realism 
elsewhere is being accompa- 
nied by new calls for an 
open nationwide debate on 
the tragic recent past to 
exorcise the fears and 
resentments which lie under 
the surface. 

“We need such a debate 
before we can draw a line 
under the past as has hap- 
pened in Poland and Ger- 
many”, says Andris Skele. a 
former prime minister whose 
newly-formed People's party 
is attracting strong interest 
among voters. 

Meanwhile, the coalition 
government led by G untars 
Krasts. the prime minister, 
is pressing ahead with struc- 
tural reforms needed to cre- 
ate a modern civil service 
and reform the pension and 


programme,'' says Reginald 
Graham, a British civil ser- 
vant. He worked for 18 
months on a project financed 
by the EU's Phare pro- 
gramme to train civil ser- 
vants to manage the often 
technically complex legisla- 
tion required to comply with 
future EU membership. 

Improving the quality of 
the bureaucracy is part of 
the state-building process. 
But there is also growing 
awareness that such a small 
country, with only 2.3m 
inhabitants, needs to draw 
fully on the talents of all its 
people to succeed. 

“We are preparing io 
accept all 18 recommenda- 
tions put forward by Max 
van der StoehL the national 
min orities commissioner at 
the Organisation for Secu- 
rity and Co-operation in 
Europe (OSCE). We have to 
adopt them not because of 
pressure from the EU and 
from Russia but because we 
need to solve the minorities 
problem in order to have a 
strong and stable society,” 
says Valdis Birkavs. the for- 
eign minis ter. 

Gun tars Krasts. the prime 
minister agrees. But he also 
fears that being seen to 
buckle under strong EU and 
Russian pressure will be 
politically counter-produc- 
tive for the current coalition 
partners and will create its 
own problems after general 
elections this aut umn. 

“We are being obliged to 
accept conditions for grant- 
ing citizenship that the Ger- 
mans. for example, refuse to 
accept for their Turkish and 
other minorities, even those 
bora in Germany. 

“We will lose votes 
because of this while more 
radical groups, such as the 
new party led by Andris 
Skele. who trims his views 
on citizenship to suit his 
audience, will gain. The new 
parliament will be more rad- 
ical as a result of this pres- 
sure from the OSCE and oth- 
ers.” he predicts. 


Latvia's government and 
central bank point to macro- 
economic figures as an indi- 
cator of the progress the 
country has made since it 
embraced market reforms. 
But there is still a long way 
to go in restructuring the 
former Soviet Industrial 
plants and creating new jobs 
for those thrown out of work 
by the painful shift to a 
more market- and service- 
orientated economy. 

Gross domestic product Is 
expected to rise 6 per cent 
this year after last year’s 
unexpectedly high 6.5 per 
cent growth rate sucked in 
imports which raised the 
current account deficit to 
about 7 per cent of GDP. 
This was financed largely by 
higher foreign direct invest- 
ment. 

The star performer is the 
service sector which grew 7.4 
per cent in 1997 and now 
accounts for more than 54 
per cent of GDP. The transit 
sector alone accounts for 
about 18 per cent of GDP and 
is the focus of investment 
plans for deepening har- 
bours, increasing storage 
and transhipment facilities 
and new pipelines. 

Buoyed by economic 
growth, registered unem- 
ployment declined to 7.0 per 
cent in the fourth quarter of 
last year although the rate 
doubled to 14 per cent when 
measured by standard Inter- 
national Labour Organisa- 
tion criteria. 

Inflation, too. has been on 
a downward trend, helped by 
the government's prudent 
fiscal stance. Consumer 
prices rose 8.4 per cent last 
year, down from 17.6 per 
cent in 1996. But if increases 
in administered prices, 
including utilities and hous- 
ing are excluded, consumer 
prices rose only 4J> per cent 
last year, according to the 
IMF. 

Foreign investment is ris- 
ing. More than 5400m of for- 
eign direct investment 
flowed Into the economy last 



The government is trying to attract new industries to potentiaSy valuable port-side ndustrial parks in Liapaja 


AUmd AnAotqr KoMmor 


year, taking the total since 
1991 up to $l- 2 bn. a prom- 
ised speed-up in privatisa- 
tion, specially of badly hit 
former Soviet enterprises 
and utilities, is e x pected to 
attract more Investment 
over the next year. The big- 
gest foreign inflows to date 
include investments in the 
partially privatised Latvian 
telecommunications com- 
pany Lattelekom by Cable 
and Wireless of the UK and 
Telecom Finland and by 
Tolaram of Indonesia in the 
textiles sector. 

A special government com- 
mittee is fltao examining var- 


ious proposals for a new 
integrated pulp and paper 
plant. This would involve 
investment of about $lbn 
but feces competition from a 
similar project in Estonia. 

While firing transit traffic 
provides the main stimulus 
to growth in the dynamic 
service sector, a rebound in 
industrial production, espe- 
cially from privatised tex- 
tiles, plastics, food process- 
ing, metallurgical and other 
com panies reflects the start 
of a long-awaited but patchy 
recovery In the Industrial 
sector. 

Output from the big Soviet 


era engineering plants in the 
industrial suburbs of Riga 
and other cities plummeted 
after the collapse of the 
Soviet market Riga, where 
more than a third of the pop- 
ulation lives, was ringed by 
large industrial plants sav- 
ing the entire Soviet market 
The main highway out of the 
city was designed to cany 
thousands of workers by 
tram and bus to the big rail- 
way carriage, bus and elec- 
tronics plants which line the 
route. 

Now the buses and trams 
are half empty and the facto- 
ries are being split up into 


separate units for privatisa- 
tion or liquidation. Their 
mainly Russian and other 
former Soviet workers either 
linger on unpaid, are unem- 
ployed or have found jobs 
elsewhere serving the thriv- 
ing markets and new service 
sector. Parts of the popula- 
tion are seriously poor with 
many beggars in the streets 
and around the markets. 

Food and timber process- 
ing are two of the sectors 
with substantial growth 
potential while the govern- 
ment is also trying to attract 
new industries to potentially 
valuable part-side industrial 



The Cwmkig sector, main source of employment h country arm, remains technically h ac fcwa nl a fter U ie d WPlfc g of the collectfve farms 


parks Id Liepaja and other 
sates vacated by .the Soviet 
military. Latvia exports 
most of Its wood in 
untreated round-wood form. 
Paper Industry experts cal- 
culate that the industry 
could raise the added value 
from wood exports ten-fold 
by processing the wood into 
paper before exporting it 

Hie recovery is helped by 
growing confidence in the 
banking system, which is 
still recovering from the 1995 
hanking crisis. Renewed con- 
fidence is reflected in the 
sharp rise in deposits which 
jumped 57 per cent in 1997 
and rapidly rising loans to 
the private sector which rose 
69 per cent In real terms. 
The IMF warns of potential 
overheating and pressures 
on the current account if 
bank lending continues to 
grow at such rapid rates. 

The pace of privatisation 
is also hotting up- More than 
300 companies were priva- 
tised last year and the pri- 
vate sector now accounts for 
about 65 per cent of GDP. 
But more than 200 compa- 
nies still have to be priva- 
tised, and the privatisation 
schedule for Latvia’s largest 
concerns, including Latve- 
nergo, the energy monopoly, 
has slipped as the October 
parliamentary elections get 
nearer. The elections have 
also raised the spectre of 
looser fiscal policy. While 
tax collection and revenues 
lave improved, the IMF has 
warned the go v er n ment that 
the use of tax-free economic 
zones, such as one in the 
port town of Liepaja, “com- 
plicate tax administration, 
reduce transparency, and 
distort economic decision 
making.” 

The fanning sector, the 
main source of employment 
in the country areas, 
remains technically back- 
ward after the dismantling 
of the former collective 
forms. The main potential 
for future development in 
the rural areas lies in food 
and timber processing and 
the development of rural 
tourism, especially in areas 
dose to the Baltic coastline 
which remains largely intact 
because it was closed to 
civilians during the Soviet 
occupation. 
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Heartland of the Baltics 


Between the World and the Individual 

Latvia is close to you, because the world is small. People try to get from point A to point B faster and faster, and even 
the comfort of flying over the Atlantic Ocean in a couple of hours with an aeroplane seems to be a “tiring experience”. 

However, the flight from London to the Latvian capital city Riga only takes 2 '6 hours. Car or rail travel from one 
large city m Great Britain to the next often takes much more time. And remember, a visa wfll not be necessary for 
travel to Riga. This 2'/i hour flight will take you from the large, busy world to Latvia, where people still know how to 
find time for themselves and for nature. 

Between Civilization and Nature 

Riga is prepared to accommodate its guests with European comfort in wold-class hotels and restaurants. We offer 
interesting museums and festivals. The plush countryside with forests, rivers and lakes begins right past the city 
limits. Depending on the season, you can ski. fish, hike or pick mushrooms and berries. It is possible to view wild 
animals that have become extinct in western Europe. Fantastic landscapes will open up to you in the hilly highlands 
or ancient river beds, and seascapes in the golden sands of the seashore. A stay in a country farm house with its 
environmentally clean and natural lifestyle can prove to be very relaxing for the city dweller. 

Between the East and the West 

Located on the Baltic Sea, in the geographic centre of Europe and natural crossroads for trading and transport Latvia 
and its capital city Riga has assumed many traditions in the last centuries from other cultures - especially from 
various conquerors. Many words used in modem Latvian language find their root in German. Swedish. Polish and 
Russian languages. Northern, central European and Russian cultures and religions can be encountered in Latvia. 
Architecture from different centuries and styles can be seen in Latvian cities. Old Town Riga can be viewed as an 
800 year old history book - from churches constructed with stone walls to modern-day high-rises constructed with 
steel and glass. During a tour of the city, you can feel various past centuries by just taking a few steps. 

National traditions have been better retained in Latvia than in many other European countries. We have 2 million folk 
songs - almost more than the total number of Latvians. Latvian crafts and folk costumes are amazingly rich with their 
beautiful colour and character. Only now have researchers come to conclusions about the specific significance of the 
ancient symbols used in woven belts, blankets and scarves. 

Between the 20th and 21st Centuries 

The future is shaped by the past. Riga was founded as a trading settlement for German crusaders in 1201. This 
chosen spot has proven to be successful, because in die summer of 2001, Riga, the capital of the Baltic region, will 
celebrate its 800 year anniversary. Of the many activities taking place in 2001. you will be enthralled by the Song & 
Dance Festival in Riga, the Hanseatic City Festival, and the many exhibits and festivities of the European Cultural 
Capital Month in August 2001. You are welcome to join us for the celebration of Riga 20011 
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INCRE1 1SE YOUR 
ASSETS IN BALTICS 


l i 


Emerging markets offer risk and opportunities. To be 
successful, you need a solution from professionals who 
know the local opportunities beft. 

The western technology, skills and regional expertise, 
that’s why many international investment companies 
and investment funds have seledied Trails komerebanka 
as their broker and cuftodian bank for the beft advice 
and research within the Latvian securities market. 


• Lead manager on firft Latvian private sedlor IPO; 
■ Riga Stock Exchange "Beft Broker" award for 1997; 

* Real time electronic order entry via Internet. 


For further infomtatioa please 
contact the following organizations; 

Latvian Tourism Board 
email; ttboaid@>latnetJv 


Toma iela 4, IB-103, 

Riga LV- 1 050 Latvia 
TcL 371-732-0550 
Fax; 371-732-0609 

http://\vwwj-ccJv 

Riga Tourism Information Office 

Skainu iela 22, 

Riga LV-1615 Latvia 
Tel: 371-722-1 731 
Fax; 371-722-7680 




of-c-iinnes nrnicerag** 

LVfcMM transact! fins 

Asset Manners ivwitiT 

RFPO. 




TRASTA 

KOMERCBANKA 

If you would like to know more, call 

Robert Idelson 371 7027710 or 371 7027721 

Miesnteku iela 9. Riga, LV 1050. Latvia; http-y/www.tkb.lv 
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BANKING 


by Anthony Robinson 


Strong, stable lat is policy anchor 


Tile central bank 


There Is something 
slightly odd, for example, 
about a monetary system 
where the five- lat note, car- 



of a new private or priva- 
tised banking sector and 
competition from foreign 
banks such as Societe Gener- 
ate of France, Hansapank 
from Estonia and Vereins- 


Repse: 'Another couple of years and we win be back on track to become a normal European economy* 


PROFILE 


Trying hard 
to become 
the leader 


governor is a 
respected pillar of 
stability and 
continuity 

In his lighter 

moments 
Einars Repse. the cerebral 
and intense governor of the 
Bank of Latvia, likes to soar 
above the clouds in the 
white helicopter he assem- 
bled himsHir 

But for most of his time, 
the 37-year-old former physi- 
cist sits in the modest splen- 
dour of the central bank 
keeping a close eye on the 
course of the lat, which be 
successfully introduced as 
the national currency in 

1993, and the health of the 
banking system, which he 
nursed through a near fatal 
collapse in 1995. 

A strong and stable lat. 
tied to the value or the Inter- 
national Monetary Fund's 
special drawing rights since 

1994, is the key policy 
anchor for a tight monetary 
policy. 

This has meant punish- 
ingiy high interest rates but 
has brought inflation well 
down into single digit levels. 
Inflation is currently run- 
ning at around 6 per cent on 
an annualised basis after 
skirting hyper-inflationary 
levels in the early years of 
the transition process. 

The other policy priority 
has been strengthening the 
supervision of the banking 
system and encouraging con- 
solidation into fewer but 
more solidly capitalised and 
skilled institutions. 

These goals have been 
achieved against a rapidly 
changing political and social 
background which makes Mr 
Repse both a survivor and a 
sometimes controversial but 
increasingly respected pillar 
of stability and continuity. 

Opinion polls indicate that 
Mr Repse enjoys a substan- 
tial level of public support 
despite grumbling about low 
wages, high prices and a 
monetary regime which errs 
on the side of restrictive- 
ness. While the monetary 
reform which introduced the 
lat is generally considered a 
big success it is not very 
user-friendly. 


rently worth more than $9, is 
the smallest denomination 
banknote in circulation 
when the average monthly 
income is about $300. Small 
change is also often hard to 
obtain. 

Under Mr Repse 's eagle 
eye, the central bank has 
maintained a tight monetary 
policy for years In the face of 
political and business 
demands for lower interest 
rates to stimulate higher 
growth and investment. 

With general elections due 
in the autumn, the demands 
for a more expansionary pol- 
icy are likely to grow 
increasingiy strident in com- 
ing months, especially as 
one of Mr Repse's strangest 
critics is Andris Skele. a for- 
mer prime minigtpr who is 
currently leading the polls at 
the head of a new political 
party with an as yet ID-de- 
fined programme. 

Mr Repse, who was re- ap- 
pointed as head of the inde- 
pendent monetary institu- 
tion for a second six-year 
term last year, is convinced 
that the economy is starting 
to reap the first fruits of 
years of finanHai and mone- 
tary austerity. He indicates 
that he will prove hard to 
shift towards a more accom- 
modating policy if it would 
risk rekindling inflation and 
disturbing Latvia's impres- 
sive record of exchange rate 
stability. 

The banking system has 
made big progress since the 
1995 crisis. Prudential super- 
vision, he claims, is now 
even better than in some EU 
countries. 

Interest rates and bad 
loans are declining while 
bank assets and profits are 
rising. Most important, lend- 
ing has been rising strongly 
from a low base over the 
past year, Mr Repse said in 
an Interview. 

‘'Assets of the banking sys- 
tem rose 49 per cent last 
year and continued to rise 
strongly over the first four 
months of 1998. Rank equity 
also rose 47 per cent last 
year after provision for bad 
loans. 

“Deposits meanwhile rose 


57 per cent, reflecting 
regained confidence in the 
b anking system," he added. 

Perhaps the most promis- 
ing development, however, is 
the strong rise in demand for 
credit after years of stagna- 
tion when the economy 
showed little growth and 
investment was deterred by 
the high cost of borrowing. 

These costs been falling 
rapidly. The spread between 
average deposit rates and 
lending rates has virtually 
halved from more than 14 
per cent two years ago to 
about 7.5 per cent now, with 

Banks 

Number (end period) 


rates paid on one-year depos- 
its currently just above the 
consumer price index or 
about 6 per cent. 

As a result, demand for 
credits rose 74 per cent last 
year from a very low base to 
a total of 502m lat, with fur- 
ther strong growth to 595m 
lat by the end of April. 
Meanwhile, lending is shift- 
ing from short term to 
medium and long term up to 
five years. 

“Medium and long-term 
loans rose from 34 per cent 
of total loans in 1996 to 43 
per cent last year and to 49 


per cent by end-ApriL At the 
amp time the share of loans 
in total assets has risen from 
25 per cent in 1996 to 35 per 
cent by end- April. Non-per- 
forming loans have dropped 
from 20 per cent to 8 per 
cent of the total over the 
same period, and only 4 per 
cent are judged irrecover- 
able," Mr Repse added. 

“The lending figures show 
that the real economy is 
improving rapidly. This is 
linked both to privatisation 
and sharply rising invest- 
ment by the private sector. It 
also reflects the emergence 

Bank capital and reserves 

Lsi&milion 


bank from Germany.” 

Only two banks remain in 
state hands and one of them, 
Krajbank, the savings b ank, 
is being privatised. The cen- 
tral bank also plans to raise 
the minimum capital 
requirement for banks from 
the current 2m lat to 5m lat 
by January 2000 and is 
steadily reducing the total of 
bank equity held off-shore. 

At the start of the decade, 
Latvia became a haven for 
hot money from the former 
Soviet Union and this was 
reflected in a high degree of 
foreign ownership of the 
banking system, one of the 
factors criticised by the 
European Union. At present 
off-shore equity, mainly 
owned by Russians, amounts 
to about 20 per cent of the 
total but the central bank 
a i ms to halve this by the end 
of the year. 

“Our policy is to gradually 
squeeze out off-shore owner- 
ship altogether," Mr Repse 
added. 

The net result of these 
moves Is expected to be 
accelerated consolidation of 
a banking system which cur- 
rently boasts 32 banks, 
mostly too gmaii and under- 
capitalised to have a 
long-term future. 

The confluence of stronger 
banks and a growing econ- 
omy underpins hopes of 
soundly based expansion to 
come. 

"Banks are aggressively 
raising their domestic lend- 
ing. This reflects the first 
fruit of the consistent poli- 
cies of the last six years. 
Give us another couple of 
years and we will be back on 
track to become a normal 
European economy. 

"That is what we were 
before the second world war 
which for us only ended 
when we regained our inde- 
pendence in 1991," Mr Repse 
concluded with a rhetorical 
flourish which underlines 
the moral and political force 
behind banking reforms 
designed as much to under- 
pin independence as to gen- 
erate prosperity. 


Unibanka, Latvia's second- 
biggest bmik In terms of 
assets, ts trying hard to 
unseat Pares bank as the 
market leader. 

Ivars Kirsons, 

Dni banka's chief financial 
officer, divides the Latvian 
banking sector into two 
types of banks: nor mal 
commercial banks and 
other, essentially trade, 
hanks which invest mainl y 
in Russian T-biHs and 
similar assets. 

“I don't think we're in 
direct competition with 
Parex," he says. But 
Unibanka’s beginnings 
were no less colourful than 
those of Parex. 

“We were only four at 
the head office; three board 
members and a secretary. I 
bought and installed the 
first PC, and 1 put together 
the first balance sheet 

“But now we’ve achieved 
a listing on the London 
Stock Exchange.” 

Unibanka, founded in 
September 1993, took over 
21 branches formerly 
owned by Sberbank, the 
Soviet state savings bank. 
Privatised in 1995, it now 
has 70 branches across 
Latvia, and counts the 
European Bank for 
Reconstruction and 
Development and a Saudi 
sheikb as prominent 
shareholders. 

Its size has enabled 
Unibanka to borrow 
internationally at 
favourable rates. 


Last year, it launched a 
835m three-year Eurobond 
issue in August at London 
interbank offered rate plus 
70 basis points, and issued 
global depository receipts 
for 5.4m shares in 
December, which were 
oversubscribed. 

It followed up with a 
$4 5m. three-year 
syndicated loan arranged 
by Barclays bank and 
Bank Gesellschafi Berlin 
earlier this month at Libor 
plus 65 basis points. 

In the past year, 
Unibanka doubled its loan 
portfolio and increased 
both its volume and 
market share. Stabilisation 
in the banking sector, 
backed by strong GDP 
growth and a shift in 
interest rates has changed 
the investment climate in 
the country, Mr Kirsons 
says. 

But in spite of its 
universal banking 
orientation, and rapidly 
rising loan portfolio. 
Unibanka's ratio of loans 
to assets is still only about 
40 per cenL 

It is an improvement on 
the early days, says Mr 
Kirsons: “It was quite an 
exotic environment back in 

1995. but the situation is 
now different we are 
better equipped to assess 
risk and and potential 
clients know wbat is 
required to obtain a loan.” 



Matej Vipotnik 




Pans now has a feting on the London Stock Exchange 




For one vear already Riga has been able to take pride in a special publication - the Anniversary newspaper Riga 800, This monthly, as can be seen from its name, tells its readers in Riga, all Latvia and outside the country about the 
approaching SOOrh Anniversary of Riga - an hisrorical event which may be looked upon as the most significant in the modem day history of Latvia after the reinstatement of independence. The newspaper looks back to the history, tells its 
readers about today and gives an insight into the city's future development projects. The staff of the newspaper is made up of professional historians, archaeologists, writers, poets, musicians, entrepreneurs, or, in other words, people of 
culture. Riga's patriots. 

The Anniversary newspaper Riga 800 has a wide range of readers: parts of ii are translated into English, German and Russian. Special editions devoted to culture and history are published periodically. 

A special "ill to Riga on its great anniversary will be the encyclopaedic edition “Who is who over Riga’s eight centuries” put out by the publishers of newspaper Riga S00 - a reference publication for inquiring readers which will tell about the fates 
of more item lOOU Rigans over the entire 800 year long history of the city, people who have made Riga as it is now. This encyclopaedia will appear this Autumn in Latvian, English and German. It may also become your business opportunity. 

In 2001 Riga, the capital of Latvia, will celebrate its 800th Anniversary. It win be a time when a widest range of culture and art activities will take place in the city, when the attention of the world will increasingly be focused on 
ii, and it will experience a large flow or tourists. Yet the inhabitants of Riga, representatives of the business world and State authorities for the most part see the approaching 800th Anniversary of Riga as a time of intensified 
qualitative development which is marked by putting in order the existing and creating new, functional values. The Municipality makes every effort to create favourable conditions for the implementation of projects to facilitate 
the development of urban infrastructure and businesses. 

From Mav 5 - 7. 1999 the annual International Exhibition of Urban Infrastructure and Development Projects and Investments City 99, the third in turn, wfll take place in Riga. The Exhibition will give an overview of urban development plans, 
citv management, main directions in entrepreneurial activity, investments required and offered reveal common interests shared by the business and the community, facilitate formation of closer links and understanding between the inhabitants 
of the citv. entrepreneurs, investors and authorities. Oiganisers of the Exhibition are the Riga City Council and the non-profit company of Riga Municipality Riga 800 Ltd. 

The Exhibition will present to the public various urban infrastructure and communications development projects, business and business development projects, new technological designs and investment programmes. 

Participants of the Exhibition will be: 

• Riga Municipality institutions, which will be presenting their activity, objectives and goals. 

• Representatives of businesses, who will be presenting the major areas in the development of business and businesses requiring investments; 

• Banks and investment companies, which will be presenting the existing investments in development projects and seeking for new investment opportunities; 

• Technological Paris, which will be presenting modern technological designs or know-how; 

• Companies managing urban infrastructure and communications; 

• Forcicn companies and organisations, which will be presenting various projects ready for implementation and offering collaboration opportunities. 

Durinc the Exhibition meetings will be organised with representatives of State and City authorities, as well as conferences and contact activities in order to maximise the understanding of mutual interests of City authorities, entrepreneurs and 
investors The goal of the Exhibition is to encourage development of the city and hs economic life, to identify' co-operation contacts and analyse their further development, and to eliminate conditions hindering a fruitful development of such 


contacts. 

Latvia and its capital Ri«a provides an especially favourable place for starting a successful business. Even now Latvia takes the fourth place among Central European countries in terras of foreign investment per person. Besides 
K ‘ ^ geographical position, it has to be pointed out that already by year 2000 the number of subscribers of the public network of digital telephone lines is 

expected to reach 1 million, investments are constantly being made in the maintenance of the existing roads, ports are rapidly developing, and these are 
just some of the facts which reflect the qualitative improvements of the communications significant for the development of business. 

An International Conference Baltic Dynamics will be held in Riga as part of the Exhibition City 99. The conference and the Exhibition wfll concentrate 
on the development in innovation and entrepreneurship in the Baltic Region during recent years, and discuss perspectives for future development. 

Different to earlier events, the focus is not only on the Baltic States, but the Region including namely north-west Russia. Finland, Sweden, Denmark, 

Germany, etc. 

This conference will concentrate on the following topics: 

• Entrepreneurial collaboration in the Baltic Region: Lessons to learn for other countries. 

• Regional Economic Development: Are Municipalities competitors or should they join? 

• Instruments to Support Innovation: The Role of Science/ Technology Parks and Centres. 

• Commercialisation of R & D results. 

• Money for New Firms: Is there light at the end of the Tunnel? 

• How to become an Entrepreneur - The Education and Training Process. 

If this does not provide enough grounds for believing that Latvia and Riga is one of the most favourable regions for investment, for establishing branch 
offices and representations and developing transit, we would like to invite you to come to Latvia to be convinced of the dynamics and prospects of the 
development of the country, city and its business life. 

The Exhibition City 99 offers a concise and overall information on potential Cupertino and business development prospects, it provides opportunity to 
examine interesting project offers in a real env i ronment giving insight into each concrete situation and to find new Cupertino partners. 

The technical organiser of the Exhibition City 99: 

RASA Expo Ltd. Latvian Technological Centre: Non-profit company of Riga Municipality Riga 800 Ltd. 

Phone; + 371 7213637, 7213729, 7216S30 Aizknmkles 21, Riga LV 1006, LATVIA; Phone + 371-9537270 

Fax: + 371 -7226409; 7212598 Fax. + 371-7541218 
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A $70m con ta iner port Is tinder contraction to hdfr transform the overal economics at Varrtgpas and its infrastructure p*a 

VEHTSPILS • by Anthony Robinson 


Vantspte hw been tindged to taka A/ramax tankers up to I2«yx»dwt and the six ofl tankw berths have bean deepened to 17J metre* 


Ambitious development programme under way 


The port could 
become the main 
gateway to Russia 
and other former 
Soviet republics 

The port of Ventspils was 
one of three large oil and 
chemical export facilities 
whose construction was 
decreed by Moscow in the 
1960s to facilitate the rising 
tide of oil and petrochemical 
exports which became the 
lifeblood of the Soviet econ- 
omy and source of most hard 
currency. 

The others were Novoros- 
siysk and Odessa. 

The collapse of the Soviet 
Union left Novorossiysk on 
the Black Sea as the only 
one of these strategic ports 
to remain in Russian hands. 
Odessa became the main 
port of independent Ukraine. 
But its performance has suf- 
fered from the crisis in the 
Ukrainian economy and 
competition from Novoros- 
siysk which Russia is seek- 
ing to build up as the main 


exit route for future oil from 
the Caspian region. 

Ventspils. however, under 
the energetic leadership of 
Aivars Lem bergs - who dou- 
bles as the city's mayor and 
chairman of Ventspils port 
authority - has embarked 
upon an amb itious develop- 
ment programme. It is 
designed to guarantee its 
future as the main gateway 
not only to Russia but also 
to other former Soviet repub- 
lics. 

Mr Lembergs is one of 
many bilingual Latvians 
who understand both the 
dismay felt by many Rus- 
sians at the loss of their for- 
mer mastery of the Baltic 
and Black Seas and 
Moscow's desire to compen- 
sate for this loss by building 
new ports oo Russian terri- 
tory and to control as Ear as 
possible the pipelines which 
convey ofl. gas and products 
to foreign markets. 

But be is also one of the 
most forceful proponents of 
the argument that Russia's 
best interests lie in basing 
its future policies on eco- 


nomic rather than political 
considerations. 

He says that any Russian 
decision, for example, to 
invest up to $5bn in building 
a new oil export harbour at 
Primorsk on. the Finnish 
Gulf and an 800km pipeline 
to connect it with the main 
trunk pipeline at Yaroslavl, 
would be a terrible waste of 
scarce capital and resources. 

Instead, he argues that 
Moscow, and above all Rus- 
sia's new private business 
class, should take a leaf out 
of post-war Germany's book 
and accept that it is not nec- 
essary to possess a port 
politically in order to trade 
profitably through iL 

“The most important port 
for German business is Rot- 
terdam in Holland. In the 
same way, we want Russian 
business to see Ventspils as 
the main Russian port for oil 
and other export and import 
cargoes even though it is' 
now in Latvia." he says. 

The arguments in Vents- 
pUs* favour are impressive. 
It is now the deepest port in 
the Baltic, it is ice-free all 



Port authority chairman Aivam Lambergs: energetic leadership 


year round and is connected 
to the former Soviet hinter- 
land by excellent rail and 
road connections as well as 
by the only common carrier 
oil pipeline system in the 
former Soviet world. 

The system which can 
cany more than 15m tons of 
oil. and 5m tonnes of oil 
products in a separate pipe- 
line. is already a joint ven- 


ture between the recently 
privatised Latvian company 
Ventspils Nafta and Tran- 
sneftprodukt of Russia. 

The Latvian partner holds 
the majority 66 per cent 
stake in Latrostrans, the 
joint company, while the 
Russian pipeline company 
holds the remaining 34 per 
cent 

The Latrostrans oil and 


product pipelines run 517km 
from the Polotsk refineries 
in neighbouring Belarus. 
The refineries are linked to 
the Russian pipeline system 
and mainly refine crude 
from the Tinian Pechora 
region of northern Russia 
and oQ from western Siberia. 

Last year, mare than 3m 
tons of diesel fuel was sent 
by the product pipeline for 
export while 14.6m tons of 
crude were transported 
along the main pipeline 
whose capacity is currently 
being raised to 17m tons 
annually . Last year, 13JS per 
cent of all the crude oil 
exported by Russia, and 
almost a quarter of all Rus- 
sian oil exported by sea, 
were transported along the 
Ventspils corridor which is 
the only multi-modal trans- 
port route out of Russia. 
Ventspils Is also connected 
to the interior of the former 
Soviet Union by rail and has 
a large and expanding oil 
transhipment terminal 
capacity and specialised stor- 
age and handling facilities 
for petrochemicals, includ- 


ing pressurised transport 
find storage of ammonia and 
other products. 

Last month, Ventspils cel- 
ebrated a significant new 
milestone in its history 
when the first 120.000 dwt 
Aframax tankers entered the 
newly dredged port whose 
six oil tanker berths have 
been deepened to 17.5 
metres. This means that car- 
goes can now be loaded Into 
the largest ships able to nav- 
igate the Danish s trai ts and 
be carried directly to and 
from d estination** in Europe, 
Asia and America without 
transhipment at Rotterdam 
or other ports. 

Two of the most signifi- 
cant investment projects 
now under way at the port 
are raising the tank farm 
storage capacity to about lm 
tons by the end of the 
decade. This will allow Rus- 
sian oil - companies to 
respond more quickly to 
price movements in world 
markets. Construction of a 
new container part is also 
under way. 

Until now, Ventspils has 


been primarily designed far 
the export of oil and other 
products from Russia. The 
$70m container part prqject, 
a joint venture between 
Ventspils port and Noord 
Natie of Antwerp, wffl help 
to transform the overall eco- 
nomics of the part and its 
transport infrastructure by 
raising the parts profile as 
an impart centre as welL 

When the first stage is fin- 
ished next year the new con- 
tainer port win be able to 
handle as many as 100,000 
containers a year, rising to 
250,000 when the second 
stage is completed early In 
the next century. 

The most ambitious proj- 
ect of all, however, is con- 
nected with the proposal for 
a new "Western Pipeline 
System". This Is an attempt 
to ensure that VentspBs 
the capacity to transports 
store and export the large 
extra quantities of cdl avail- 
able for European markets 
when the projected new oil 
from the Caspian region 
comes on stream over the 
next few decades. 


OIL TRANSIT • by Anthony Robinson 


Pipelines could secure future role 


The promise of 
Increased oil 
exports from the 
east is attracting 
Latvian interests 

A top-level delegation of 
Latvian businessmen and 
politicians flew to Houston, 
capital of the US oil indus- 
try. shortly after Easter to 
drum up support for a bold 
new venture. Its aim is to 
secure Latvia's future role as 
an oil transit country once 
oil starts to flow from the 
Caspian region early in the 
next century. 

The presentation was pre- 
pared by Western Pipeline 
System (WPS), set up earlier 
this year by five Ventspfls- 
based companies involved In 
the transport, storage and 
shipment of oil and oil prod- 
ucts. 

The consortium is headed 


by Ventspils Nafta. with a 30 
per coat stake, and includes 
the Latvian -Russian joint- 
venture pipeline company 
Latrostrans with 19 per cent. 
• The -basic assumption 
behind the project is that 
Increased volumes of oil 
from Russia's northern and 
Siberian fields will be 
diverted to markets in north- 
ern Europe early in the next 
century as Caspian oil starts 
to flow from new oilfields in 
Azerbaijan and Kazakhstan. 

This Caspian oil is expec- 
ted to flow mainly through 
new pipelines to ports and 
refineries in southern Rus- 
sia. Georgia and or Turkey, 
for sale In southern Europe. 

The WPS proposes two 
new pipeline routes to 
ensure that the projected 
increased flows of otl to 
northern Europe transit Lat- 
via for export through 
Ventspils. 

The first involves a $5i0m 


pipeline, 610km long, from 
Nevel in Russia straight 
through to the Latvian port. 

The second, cheaper, alter- 
native pipeline would start 
at the refinery of Polotsk in 
Belarus and run for 560km 
parallel to the existing pipe- 
lines through Lithuanian 
and Latvian territory to 
VentspDs at a cost of *435m. 

The Latvian proposals face 
tough competition from two 
competing projects. The first 
involves Russian oil inter- 
ests. with political backing, 
who favour bollding a new 
pipeline from the key Rus- 
sian pipeline junction of 
Yaroslav] to a new oil export 
port in Russian territory 
close to the Finnish border 
at Primorsk. 

The second is a Lithua- 
nian proposal to build a new 
oil import and export facility 
at Buttings, currently a 
small seaside village' just 
over the Latvian-Lithuanian 


border. It would be con- 
nected by pipeline to the 
Lithuanian refinery at 
MazeikiaL 

Both the alternative pro- 
jects— have^ serious -weak- 
nesses. 

Studies by western consul- 
tants Indicate that the total 
cost of a new Russian pipe- 
line and port complex on the 
Finnish Gulf would be an 
estimated $5bn, which would 
be far better spent on updat- 
ing Russia's old-fashioned 
refineries. 

Any new port in the Finn- 
ish Gulf would also suffer 
the further disadvantages of 
relatively shallow water and 
winter ice. 

Apart from pouting out 
the high economic costs of 
such a project. WPS is offer- 
ing a carrot to Russian or 
other strategic investors 
willing to help finance the 
Latvian project 

This carrot Is the 25 per 


cent of Ventspils Nafta cur- 
rently held by the Latvian 
government. The govern- 
ment is willing to sell its 
stake to strategic investors 
in one -of the new pipeline 
projects. 

Meanwhile, the Lithuanian 
proposal to build a new 
off-shore loading terminal at 
Buttmge is hotly contested 
by the Latvian government 
on environmental as well as 
economic grounds, because 
any spills would end up an 
Latvian beaches. 

Lithuania wants the new 
loading facilities as much to 
remove the current 
dependence of MaxeikiaJ 
refinery on Russian exude as 
to provide an alternative 
export facility for Russian 
crude. 

But Janis Blaze viCs, WPS 
president says that a better 
way for the Lithuanian 
refinery to gain access to the 
sea would be through the 


construction of a relatively 
short and cheap pipeline 
from Mazeikiai to Ventspils, 
a project under 
consideration before the 
collapse of the Soviet Union. 

“In fact, raising the 
capacity of the existing 
pipeline from Polotsk to 
Mazeikiai and extending the 
new pipeline from the 
refinery to Ventspils to carry 
the extra oil would be a 
classic win-win solution,” Mr 
BlateviCs concludes. 

"It would raise the flow of 
oil through Ventspils at the 
lowest cost and provide the 
fastest pay-back for all 
involved in the scheme. 
Russia would have cheaper 
transit costs for its oil; 
Belarus, latuania and Latvia 
would all gain from higher 
transit revenues; and 
Ventspils would be assured 
of a long-term fixture as the 
premier Russian oil export 
outlet” 
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The Joint Stock Company “Parex Bank”, leading amongst Latvian banks in terms of total assets, shareholders’ funds, and 
profits is pleased to present its figures for 1997. 

The Bank shows total assets of LVL 243 Jim (approx USS 420m). net profits amounting to LVL 9.08m {approx. US$ 15m) 
and a shareholders' equity of LVL 32J4m (approx. US$ 55m). The Bank has more than 40 branches throughout Latvia as 
well as Representative Offices in Frankfurt am Main and in capital cities of CIS countries, h employs at present over 790 

people. 

Parex Bank, as a universal bank has developed since its establishment in 1992 profiled activities in the sectors of commercial 
and investment banking, primary in Latvia and in the Baltics, offering its services also in neighbouring countries. Apart fiom 
its retail banking activities in Latvia, the Bank acquired a strong wholesale banking position in the syndicated loanand issue 
business fa the Baltics. In securities trading the Bank plays a major role in the region strengthening its profile on international 
fuuncial m&ikcts. 

“Pare* Bank possess particular strength in portfolio management and Euro-expertise. Parex Bank has just successfully raised 
its debut Euro-loan amounting to $20m.” 3 

Annual Report 1997 prepared by Arthur Andersen available. 
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Good rail, road 
and pipeline 
connections plus 
excellent ports are 
important factors 

Latvia's deep, ice- free Baltic 
ports and highly developed 
transport links with Russia 
and the Eurasian hinterland 
make it the ideal exit and 
entry point for east-west 
trade. 

The government has 
drawn up a $l.5bn long-term 
national transport pro- 
gramme to secure Latvia's 
future as a high value-added 
vt service, trade and banking 
hub for the eastern Baltic 
Of this, $4Wm will be spent 
on modernising the railway 
system which is profitable 
overall although freight 
cross- subsidises loss-m akin g 

passenger services. 

“Latvia has a low foreign 
debt, equivalent to around 11 
per cent of GDP, so there is 
scope for foreign funding, " 
says Vigo Legzdins, a senior 
official in the transport min- 
istry. “The plan envisages 
spending up to 1.5 per cent 
of GDP annually on the 
developing the transport sec- 
tor. But the bulk of finance 
will come from retained prof- 
a its and cash Dow and state- 
\ guaranteed credits." 

Latvia's unbeatable combi- 
nation of good rail, road and 
pipeline connections 
between the former Soviet 
hinterland and three of the 
busiest ice-free ports in the 
eastern Baltic ensure that 
transit-related revenues 
already account for nearly 17 
per cent of GDP. Further 
growth is based on expecta- 
tions of rapid overall growth 
in Baltic region trade and 



investment over the next 
decade and the hoped-for 
economic recovery in Russia 
and other former Soviet 
states to the east. 

Riga is already the busiest 
container port in the region. 
It handled 140,000 container 
units last year, more than 75 
per cent in tr ansi t. Latvian 
railways runs two daily 
shuttle tr ains between Riga 
and Moscow, and rail’s com- 
petitive position is expected 
to be enhanced when Russia 
introduces tolls on planned 
new motorways. Traffic 
through Riga has risen 
sharply, with 3.3m tonnes of 
cargo passing through in the 
first quarter of 1998 com- 
pared with only 2.2m tonnes 
in the same period last year. 

VentspOs, with its newly 
dredged 17.5 metre deep har- 
bour, capable of taking Afra- 
max ships up to 120, GOO dwt 
and plans for a new crude oil 
pipeline, is by far the busiest 
port in tonnage terms. 
Linked by pipeline to big oil- 
fields in Tim an Pechora, 


western Siberia and the 
Volga- Urals region - and by 
rail and pipeline to refineries 
and petrochemical plants in 
Belarus and Russia - Vents- 
pils has until now been over 
whelmingly an export har- 
bour. However, a big 
container ter minal is being 
built to attract imports and 
make better use of transport 
facilities in both directions. 

Together with Liepaja, the 
former closed Soviet naval 
base, which has become the 
main port for fast-growing 
timber exports, the trio of 
Latvian ports handled more 
than 50m tonnes of freight 
last year - more than all the 
other ports in the region 
together, including Kalinin- 
grad and St Petersburg. 

“Apart from raising vol- 
ume as trade in the region 
expands, we want to add 
mare value to ail, chemical 
and containerised traffic by 
improving and increasing 
storage capacity and service 
industries such as packaging 
and labelling,” says Mr 


Legzdins. “We also want to 
attract manufacturing in 
special tax-free zones such 
as Liepaja-" 

Lattelekom, the former 
state telecommunications 
monopoly, now 49 per cent 
owned by Tilts Communica- 
tions, plans to spend $4G0m 
over the next four years to 
modernise and expand the 
system. Last month. Cable 
and Wireless of the UK sold 
Its 63 per cent stake in TUts 
to its Finnish partner 
Sonera, formerly Telecom 
Finland, for $240ro. The 
Finnish com pany , which has 
also invested heavily else- 
where in the Baltic region, 
now has 90 per cent of Tilts 
with the International 
Finance Corporation holding 
the residual 10 per cent 

But the government, 
pressed by the World. Trade 
Organisation, is preparing 
legislation which wiD abol- 
ish Lattelekom's monopoly 
by 2002. rather than by 2013 
as stated when the company 
was partially privatised. 


PROFILE 


Dautefcs textile factory 


New era: fresh prospects 


Daugavpils, in the 
south-east comer of the 
country close to the border 
with Lithuania and 
Belarus, was once the home 
of a large locomotive repair 
concern, a chain factory,' 
and one of the biggest 
textile plants in the former 
Soviet Union. 

Today, the city's potholed 
streets mid flaking facades 
are a testament to its 
waning industrial status. 

Dauteks, the local textile 
factory, employed 7,500 
people in 1964 when it 
supplied most of eastern 
bloc’s nylon. But the fall of 
communism and the loss of 
protected markets was 
lethal for the over-staffed, 
inefficient producer. 

Alexei Vidavski, the 
mayor of Daugavpils and a 
former commercial 
manager at Dauteks, says 
as much, although he shies 
away from using the word 
“communism”. He refers to 
a “change of political 
system* instead. And Mr 
Vidavski was evidently 
change-averse in 1991. 
when he backed the 
hard-line communist coup 
in Moscow. The coup failed, 
and after years of 
free-market agony, so did 
Dauteks. 

Shorn of guaranteed 
buyers and raw materials, 
the managers of Dauteks 
borrowed 2.5m Iats from 
Latvia’s leading bank. Bank 
Baltija, at a rate of interest 
of 120 per cent to finance 
the purchase of Japanese 
machinery. But the poor 
quality and low range of its 
products, and the crippling 
debt service payments and 
rising penalty fees, pushed 
the company into 
insolvency in 1996. 

To save Dauteks. Latvia's 
Investment Agency 
launched its privatisation 
in early 1997, and a number 


of its operations were sold 
to private investors, several 
with links to the mayor and 
other officials. 

Although Dauteks was 
crippled by debt and 
starved of working capital, 
Mr Vidavski and the city 
council favoured a buy-out 
of the company-now with 
3,400 employees - by local 
businessmen. Foreign 
investors, it was thought, 
would try to overhaul the 
company by slashing its 
bloated payroll - a gloomy 
prospect, because at least 
12,000 people in 
Daugavpils, a town of 
110,000, directly depended 
on Dauteks and many more 
depended on local 
businesses that supplied the 
plant. 

At this point Tolaram 
Investments, a 
Singapore-based company 
run by Indonesians with 
textile, pulp and paper, and 
chemical plants in Asia, 
Africa, America and the 
Baltics, became involved. 

On the look-out for 
potential investments in 
the low-cost region, 
Tolaram’s Indian managers 
saw potential in Dauteks, 
which manufactures 
engineering plastics and 
textile yams, tyre card 
fabrics, and technical yarns 
from nylon. 

Tolaram was a bidder 
with a record. It had 
bought three moribund 
plants in Estonia and 
rapidly turned them around 
with investments in 
technology, quality control, 
and training. Above all, it 
kept most of the 
workforces. 

After extensive 
negotiations Tolaram gave 
a commitment to keep most 
of the workforce and invest 
$25m over five years, and 
on this basis it bought the 
company for one lat pins 


debts, which exceeded 88m. 

“We picked this location 
because it is away from 
western Europe, which is 
too expensive to set up in 
and does not otter sufficient 
returns On investment,’* 
says Satish Taparia, the 
Indian chief executive of 
Dauteks, now renamed 
Tolaram Fibres. 

“Besides, the Baltic states 
will some day become 
members of the European 
Union (EU), which will give 
Tolaram access to-protected 
EU markets." Mr Taparia 
adds. 

To jump-start the plant, 
Tolaram poured in S12m for 
wmking capital to buy 
materials mid begin 
product and market 
development Within six 
months of Tolaram taking 
over in January 1998, 
production at the plant is at 
50 per cent capacity. The 
factory will break even by 
the end of the year, and 
will be working at full 
capacity within two years, 
says Mr Taparia. 

To turn the plant around, 
Tolaram has had to tackle 
rampant incompetence. The 
factory was previously 
working at reduced 
capacity, and workers 
simply switched machines 
when one broke down. 
“Maintenance was awful," 
says Mr Taparia with a 
broad grin. “Their 
productivity was very, very 
low. If the same kind of 
plant was opened in India, 

It would not have more 

than 2,000 workers,” he 
says “and we do not 
consider twdfaw 
productivity very high." 

Mr Taparia concedes that 
the plant could work with 
1,500 employees, but adds: 
“We do not want any 
unpleasantness to develop. 
This is not the time 
to show ourselves 


as ruthless capitalists.” 

It is a realisation that is 
starting to sink in with the 
workers. Tolaram sent a 
few local plant managers 
for technical training to 
Germany. They toured two 
plants and could not believe 
it was possible to run such 
big factories with so few 
people, says Pinkar Badade. 
an engineer from India who 
manages the textile 
division. 

Tolaram is also investing 
heavily in machinery, and 
plans to spend S45m on 
equipment by the year 
2000. It is using a loan of 
S20m from the 
International Finance 
Corporation, a branch of 
the World Bank, to finance 
the purchase. 

Small improvements to 
Soviet-era spinning 
machines have already 
made a difference at the 
factory. The installation of 
an intermingling jet, a 
simple mechanical device 
attached to a spinning 
machine, now produces 
intermingled nylon yarn, 
an item winrh in demand on 
world markets. 

The purchase of new 
equipment is highlighting 
the inefficiency of the old 
plant New machines for 
textnrlsing, twisting, and 
rewinding the nylon yarn 
wiD allow Tolaram to dear 
half the current space 
previously used for these 
tasks, says Mr Badade. 
Plans are also afoot to 
computerise the entire 
production process. 

Meanwhile, Tolaram is 
investing in people. It is 
paying for English lessons 
for the 25 top management 
and production people 
while Tolaram’s Indian 
managers are taking 
Russian lessons. 

Matej VIpotnik 
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Latvian Privatization Aoencv 


Investment Opportunities 

• Privatization of state owned 
companies, land plots and other assets 

• Sale of company shares to the public 

• Distribution of shares on the 
international securities markets 

More about the opportunities: htlpj'/www.lpa.bkc.tv 
Kr. Valdemara 31, Riga, LV-i 887, Latvia 
phone: +371 7322281 , 7332082; 
fax: +371 7830363 
e-mail: ipa@mail.bkc.lv 



^ _ ✓ 

PORT INDUSTRY DISTRIBUTION 

very favourable investment climate 
considerable tax allowances 
free customs zone 
preferential landowner terms 

Liepaja Special Economic Zone Authority 
4 Feniksa street Liepaja LV-3401 , Latvia 
Tel +371 34 27605 
Fax. + 371 34 80252 



VENTSPILS FREE PORT AUTHORITY 

8, U&ASRS Ste, V E NT SP 1 L3, IV 3601, LATVIA 
Phone: +371 36 22586 
Fa x: +371 36 21287 

INTERNET: SDNJXJCXWENGIVVENTSPILa/ENDEX^HIML. 


The flagship of the financial system 
of the Baltics is created. 

Banking is one of the fastest changing areas of the economy, therefore financial institutions must be 
flexible enough to maintain efficiency and continuous growth in the future. On 1 1 June 1998 Hansabank 
and Hoiupank concluded a merger agreement, the purpose of which is to join the banking and other 
business activities of both organisations and to create a basis for common activity. 

Unification of Hansabank and Hoiupank will be accomplished within about half a year. Some may say 
that the changes are too rapid. Particularly, as we think of a parable about a master and an apprentice. The 
apprentice wanted to learn his trade fast, but the master warned that it would take a long time. The 
apprentice said chat he was ready to practice more than anybody else as long as he would learn the trade 
fast. But the master said that in such case it would take twice as long. Indeed, rushing may ruin things 
unless the rime and the persons are right. The latter conditions have been performed positively in die 
Hansabank's and Hoiupank's case and unlike the example of the parable, both the banks are masters. 
Following is a short answer to the question of what the synthesis of the powers of two masters can create 

The merger will create beyond any doubt the largest financial system of the Baltic states. As the flagship 
of the financial system of the Baltics the new bank will be an attractive and secure investment object. As 
the banks complement each other in services and customer groups, the merger of Hansabank and 
Hoiupank will create a well balanced universal bank that has significant influence on the development of 
the whole financial sector of the Baltic region. Hoiupank has a strong lead in rending services to 
individuals and small enterprises, whereas Hansabank is the leading service provider to corporate 
customers. The largest bank of the Baltics would be a reliable co-operative partner both to local as well as 
foreign banks. The merged bank is also, because of its best know-how and presence, the main mediator of 
financial services for international financial corporations. 

The Baltics have been an example of transition from planned economy to market economy. Also, the 
merger of Hansabank and Hoiupank should serve as an example of a bank merger The opportunity and 
suitable conditions are there: an active team, the market and competent consultants. .And honesty, 
openness and sincerity’ are the principles which assist the new bank in achieving its goal. 
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POLITICS • by Anthony Robinson 


PROFILE 


Andris Skele 


Controversial figure 
riding high in polls 


Parties jockey for 


ion 




After m conclusive general 
elections three years ago. 
President Contis Ulmanis 
Invoked his powers to 
appoint a hitherto 

apolitical businessman 
called Andris Skele to form 
a government Two years 
later, Mr Skele was 
replaced, after allegations 
of Irregularities in the 
privatisation programme, 
and returned to private 
business. 

Now, with general 
elections looming again in 
October, Mr Skele is riding 
high in the public opinion 
polls which also indicate 
that his newly formed 
People's Party could well 
emerge as the largest In the 
next parliament 

Despite a clear 
improvement in Latvia’s 
macro-economic position, 
voters appear disappointed 
with the current 
government angry at 
international criticism of 
their citizenship policies 
and ready to vote for a 
politician who Is perceived 
as a strong Latvian 
nationalist tempered by 
pragmatic business 
experience. 

Mr Skele is remembered 
as the prime minister who 
helped steer Latvia through 
the 1995 banking crisis. But 
he is a controversial figure. 
While perceived as a steady 
pair of hands by his 
supporters, his rivals 
criticise him as an 
unpredictable populist who 
refuses to reveal his true 
political colours on key 
issues such as economic 
policy and the political and 
social rights of Latvia's 
non-cttizens. 

In an interview, he 
revealed his ambition to 
serve another term as 
prime minister - but this 
time as the head of his own 
political party. If elected, 
he appears determined both 
to take a tight grip on 
fiscal and monetary 
matters and to encourage 
an open public debate on 


Latvia’s tragic recent 
history. 

“I got an authoritarian 
reputation as prime 
minister, but that is 
probably inevitable given 
the difficulties in running a 
nine-party coalition. I 
concentrated on the 
economy, on cutting 
inflation and the budget 
deficit and an raising 
growth,” he recalls. 

“It was not an easy time. 
Ten days after taking 
power, Einars Repse. the 
central bank governor, sent 
me a letter saying that the 
savings bank was in crisis. 
We moved fast to change 
the management issued 

new funds to re-finance It 
and partly privatised it," 
he adds. 

That early experience of 
tackling a banking crisis 
which at one point 
threatened (be entire 
system was not without 
friction with the central 
bank. Mr Skele, a 
somewhat dour figure, 
smiled thinly when asked 
whether he relished the 
idea of working again with 
Mr Repse, re-appointed last 
year for another six-year 
term. 

“I know at least four or 
five people who could do 
that job. 1 would also like 
to see changes in monetary 
policy and in the banking 
and insurance sectors and 
believe that the various 
financial regulatory 
agencies should be 
concentrated into one 
institution. I have someone 
in mind for such a post." 

“At present, supervision 
of the commercial banks at 
the central bank is in the 
hands of someone with a 
low-level military 
education and every one 
who takes out a loan is 
seen as a potential 
criminal," he added. 

Moving beyond the 
economy, Mr Skele Is 
highly critical of the 
government’s handling of 
the “Latvian Legion crisis.” 


Latvia came In for a storm 
of international criticism, 
especially from Russia and 
from Jewish organisations, 
when the head of the armed 

forces and other senior 
officials turned up in 
uniform at a 

commemorative rally held 
by members of the wartime 
Latvian Legion. 

The Legion was an SS 
division created by the 
Germans from Latvians 
conscripted to fight against 
the advancing Red Army. 

"J would not have sacked 
the army commander as the 
government did. I blame 
the government for not 
giving clear instructions to 
him . . Mr Skele said. 

Unlike Poland, which was 
able to draw a line under 
the past after receiving a 
public apology both from 
Russia and from Germany 
for the crimes committed 
on Polish soil during tile 
second! world war, Latvia 
and the other Baltic states 
feel keenly their inability 
to date to confront the 
ghosts of the past 
“I do not accept the 
conventional post-war 
version of events which has 
prevented us openly 
discussing our tragic recent 
past until now. Every 
Latvian knows that the 
communists killed more 
people than the Nazis and 
it is now important for us 
to have an open debate 
about oar past so that we 
can finally draw a tine 
under it That was simply 
not possible while we were 
part of the Soviet Union,” 
he added. 

FOr most Latvians, the 
Soviet invasion was a 
tragedy which meant the 
end of independence and 
was followed by death and 
deportations. 

“We most talk honestly 
about all these things 
before we can draw the line 
under them.” 


October's polls 
are likely to 
produce a new 
combination of 
political forces 


Anthony Robinson 


Latvia's myriad political 
groups and parties are jock- 
eying For position before gen- 
eral elections to the 100-seat 
parliament, the Sedemo, in 
October. The elections are 
taking place against a stron- 
ger macro-economic back- 
ground than three years ago 
but this has not yet led to 
higfipr living standards for 
the bulk of the population. 
The outcome of elections is 
likely to be another rather 
unpredictable coalition. 

The 1996 elections gener- 
ated a raft of new parties 
with ill-defined programmes 
and inexperienced leaders. 
This profusion was a conse- 
quence of regained political 
freedom and the end of an 
alien totalitarian system 
where power was concen- 
trated In one party and a 
distant imperial capital, and 
opportunities for gaining 
political experience and 
senior managerial or admin- 
istrative positions were lim- 
ited to Communist party 
members. 

Once freed from such 
restraints, many would-be 
politicians threw their hat 
into the electoral ring. 

Three years later, the 
political situation remains 
fluid with new political par- 
ties emerging, such as th<* 
Peoples party led by Andris 
Skele, a former prime minis- 
ter, and others, such as the 
leftish Saimnieks party, 
declining. Saimnieks 
emerged as the biggest party 
in the 1995 elections but has 
since been split by rivalries 
and defections. 

Lack of coherent opposi- 
tion has helped the recently 
reshuffled right-of-centre 
coalition government limp 
on mztfl the elections, but a 
new combination of political 
forces Is likely after the elec- 
tions. The government is led 
by Gun tars Krasts. the 
prime minister, a business- 
man who is one of the more 
pragmatic members of the 
nationalist Fatherland and 
Freedom party. . 



Gunters Uknanis *We should taka pride In how much wo have bult up and strengthened ourselves' 


The 1998 budget, which 
provides for balance at the 
central government level 
and a small deficit when 
social security and munici- 
pal spending is included, 
was passed with a surpris- 
ingly comfortable majority 
last December. 

But the economic recovery 
has yet to filter through Into 
higher living standards, 
there is disappointment at 
Latvia's failure to qualify far 
the first round of European 
Union enlargement negotia- 
tions and the question of cit- 
izenship for Russian and 


solved. This is reflected in 
declining support for the 
current coalition parties. 

Beneath the surface vola- 
tility, however, there is 
broad national consensus on 
the desirability of joining the 
EU and Nato as soon as pos- 
sible and pushing ahead 
with market reforms, at 
least among the 70 per cent 
of the adult population who 
are citizens and entitled to 
vote both In general elec- 
tions and the presidential 
elections in 1999. 

Those with the right to 
vote Include people resident 


of June 27, 1940, 

The question of how to 
folly integrate the 30 per 
cent of the population made 
up of former Soviet era 
immigrants who are not citi- 
zens and are not entitled to 
vote remains the main 
domestic issue to be solved. 

In 1995 a xenophobic 
nationalist movement 
emerged as the tbird-hugest 
party in the new parliament 
Initial attempts to to form a 
government which excluded 
the extreme nationalists 
foiled and president Gun tare 
Ulmanis turned to Mr Andris 


other minorities is stifl-unse- 1 before the 'Soviet annexation Skele, a businessman. 


Mr Skele cobbled together 
an iw wieldly nine-part yeah 
Ipet which kept the extreme 
nationalists out. To many 
people’s surprise, the gov-' 
eminent lasted nearly two 
years until it foil apart over 
alleged irregularities in the 
privatisation process last 
summer. 

Mr Skele then went bad 
to his business interests and 
Mr Krasts, another prag- 
matic businessman but from 
the nationalist Fatherland 
and Freedom party, took his 
place at the head of the cur- 
rent government 
With only four months to 
go before the elections, how- 
ever, Mr Skele, who last 
month formed a new politi- 
cal party called the Peoples 
party, is leading the opinion 
polls. 

The ruling Fatherland and 
Freedom party and Latvian 
Way coalition partners and a 
plethora of smaller parties 
ranging from right to left 
and from xenophobic nation- 
alists to “green” ecologists 
are all lagging behind. - 
A call by Mr Skele for an 
open debate on what really 
happened during 50 years of 
Nazi and Soviet occupation 
- and an effort to confront 
the dark areas of the past in 
order to draw a line under tt 
and start anew - appears to i 
have struck a national cord. 

It is welcomed by Presi- 
dent Gun tars Ulmanis who 
has played an important rote 
in persuading Latvians to 
gTfPivl citizenship rights. He 
argues that the debate over 
citizenship and recent his- 
tory means that Latvians are 
“stepping over a psychologi- 
cal watershed.” . 

He says: “We are getting 
closer to understanding a nd 
recognising our inner beliefs 
and how to develop setfcaa- 
fldence in our own values 
and national characteris- 
tics.™ 

But he adds: “It Is time to 
stop talking so much about 
our past suffering and our 4 
sm allness. We should take 
pride in how much we have 
built up and strengthened 
ourselves since regaining 
independence and concen- 
trate an the task of raising 
living standards for all and 
on preparing to join 
Europe.” 
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The oldest and most experienced 
commercial bank in Latvia 


Subscribe to the Financial Times for one year: get four weeks free 
For more than a million people in over 1.10 countries worldwide, the business day be-ins 
with the Financial Times. Subscribe now and we’ll give you a considerable saving on tfre 
newsstand pnee - and four weeks (24 issues) at no extra charge 


financial times 

No FT, no commort. 




RIGAS 

Komerc 

BANKA 


I would nice to subscribe to the Financial limes for one year at U5&55A 
and receive four weeks' issues at no extra chatae*. US ” 5 ® 
Please send me an invoice. 


United Kingdom 


Smilsu 6, Riga, LV 1803, Latvia 

Telephones; (+371) 701 5237, (+371) 701 5214 Fax; (+371) 732 3449, (+371) 782 0080 
1 http://www.ricb.lv E-mail: president® rkbdv 
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[HTEGRATiOW OF HOM-CirmiiS • by Matej Vlpotnik 


LATVIA 7 


Constant source of friction 


Amendments to 
the citizenship 
law may be the 
first steps on the 
road to change 

The fate of Latvia’s 
non-citizens is a source of 
constant friction between 
the Baltic state and neigh- 
bouring Russia. Only 
recently. Moscow said it 
would resort to economic 
sanctions to punish Latvia 
for violating the human 
rights of ethnic Russians. 
Yuri Luzhkov. Moscow's 
mayor, went further. He 
compared Latvia to Pol Pot’s 
genoddal regime in Cam- 
bodia. 

Despite such hard words. 
Nils Muiznieks. director of 
the Latvian Centre for 
Human Rights in Riga, says 
there has been virtually no 
inter-ethnic violence in Lat- 
via since 1991. “There is 
more inter-ethnic violence in 
London, Stockholm and 
Paris every day than in Lat- 
via in the past seven years.” 

The most sensitive indica- 
tor of ethnic relations is the 
rate of inter-marriage, which 
in Latvia is very hi g h , Mr 
Muiznieks notes. Every fifth 
marriage involving a Lat- 
vian is a mixed marriage, 
and every thir d marriage 
overall is a mixed marriage. 

On the human level, rela- 
tions between co mmuni ties 
are good, and local Russians 
are rather sceptical of 
Moscow's defence of their 
interests. However, a large 
portion of Latvia’s ethnic 
Russian population ha« until 
now been disenfranchised by 
the country’s naturalisation 
policies. 

When Latvia regained its 
independence in 1991, it was 
saddled with the burden of 
its tragic history. Eager to 
back its claim of legal conti- 
nuity with the inter-war 
republic. Latvia's govern- 
ment granted citizenship 


only to the citizens of inter- 
war independent Latvia and 
their direct descendants, 
regardless of ethnicity. 

This left about *760.000 
Soviet citizens who moved, 
or were moved, into Latvia 
during the 50 years of Soviet 
occupation effectively state- 
less. Their lot was not 
improved in 1994. when, 
after years of haggling, the 
Saeima, Latvia’s parliament, 
passed a citizenship law on 
naturalisation guidelines. 

Hie new law was a politi- 
cal compromise between 
those who opposed naturalis- 
ation for non-Latvians and 
those backing a strict inte- 
gration policy. It granted cit- 
izenship to ethnic Latvians, 
to those residents with for- 
mal training in the Latvian 
language, and to children 
born in Latvia of at least one 
citizen parent. 

Those who did not qualify, 
or most of the ethnic Rus- 
sians, could always apply for 
citizenship through natural- 
isation - if they lived in Lat- 
via after May 1990 far at 
least five years and passed 
exams in the Latvian lan- 
guage. the constitution and 
its law, Latvia’s history and 
its national anth em. 

Most ethnic Russians 
never bothered to learn Lat- 
vian while the country was 
part of the Soviet Onion. Of 
a population of &5m in 1989, 
1 m did not speak Latvian, 
notes Mr Muiznieks. 

Naturalisation was also 
limited by a system which 
only allowed people in cer- 
tain age brackets to apply 
for naturalisation in any 
given year. The system was 
adopted because the govern- 
ment feared a flood of appli- 
cants would swamp the 
entire naturalisation pro- 
cess. 

The children of non-citi- 
zens. but bom in indepen- 
dent Latvia, were also 
denied automatic citizen- 
ship. Hie ranks of non-citi- 
zens have therefore swelled 


by about 20.000 since inde- 
pendence. 

Because of the provisions 
of the citizenship law, few 
non-citizens have applied far 
naturalisation. By June 1997, 
less than 5 per cent of all 
eligible non-citizens had 
applied, and only 5.000 
people had been naturalised. 

In 1997, there were 687,000 
non-citizens in the country, 
accounting far 28 per cent of 
the population. The majority 
of non-Latvians, 63 per cent, 
were not citizens. Latvia has 
a population of 2.45m, with 
56.7 per cent Latvian and 30 
per cent Russian, with the 
Belorussians. Ukrainians, 
and Lithuanians filling the 
gap. But only 39 per cent of 
ethnic Russians had Latvian 
citizenship in 1997. 

Surveys indicate that most 
nan-citizens want to natural- 
ise. but It is thought that 
poor knowledge of the Lat- 
vian language and history is 
a powerful deterrent Young 
men also want to naturalise 
but this conflicts with their 
'desire to avoid mandatory 
military service. 

Above alL non-citizens and 
holders of old Soviet pass- 
ports can travel freely to 
Russia without a visa. Citi- 
zens, on the other hand, pay 
a hefty visa fee. 

However, a United Nations 
Development Programme 
report* argues that these are 
not decisive factors. It says 
that young women, who do 
not have to serve in the mili- 
tary, have shown little inter- 
est in the citizenship pro- 
gramme. And although 
Soviet passports are close to 
exp by, this has not sparked 
particular interest in the cit- 
izenship programme. 

Instead, the UN report 
says, the mass of non-citi- 
zens probably shun the 
naturalisation system 
because they regard the lan- 
guage and history tests as 
too demanding and at times 
even h umiliating This is 
contributing to a mistrust of 


Institutions and reflects “the 
psychological estrangement 
of non-citizens from the 
state.” 

Mr Muiznieks says the 
government should send a 
dear signal to ethnic Rus- 
sians encouraging them to 
become citizens. 

Latvia’s parliament took a 
first step on June 22 when it 
voted to amend the citizen- 
ship law. scrapping the sys- 
tem of age-related applica- 
tions and granting 
citizenship to stateless chil- 
dren, if their parents request 
it. “What is key about this 
change is the precedent It is 
hopefully a change in atmo- 
sphere. and will send a sig- 
nal to non-citizens that the 
times are changing,” says 
Mr Muiznieks. 

The groundwork for an 
integration drive seems to be 
in place. Surveys show that 
non-citizens increasingly 
identify with Latvia. In a 
1997 survey. 92 per cent of 
ethnic Russians said it was 
important to speak Latvian 
while living in the country. , 

And in spite of outright 1 
hostility to the integration of 
non-citizens from the nation- 
alist portion of par liamen t 
institutions dealing with : 
naturalisation have mush- . 
roomed, in the past few 1 
years. Now. Mr Muiznieks 
notes, the country has an 
institutional framework to 
deal with minorities and 
integration. 

The danger is that the 
non-citizens wifi fail to take 
up the opportunities 
afforded by the revised citi- 
zenship law. “A lot of people 
are so accustomed to their 
status of non-citizen that 
they see no problem with it 
or their chil dren," Mr Muiz- 
nieks says. 

“Ji Is important that these 
young people do not grow up 
feeling insecure or humili- 
ated or in some way 
second-class ci tizens ." 

* Latvia Human Development 
Report 1997 
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Valery Kargin, Parex bank founder 


From Communist youth 
leader to bank chairman 


The forefathers of Valery 
Kargin travelled from 
Latvia to Russia in 1917 to 
take part in the Bolshevik 
revolution. His parents 
returned to Riga after the 
country was re-integrated 
Into the Soviet Union In 
1945 and be was born in 
Latvia and grew up to 
become one of the leaders or 
the Komsomol Communist 
youth movement In the then 
Soviet Republic. 

Today, he is a Latvian 
citizen and chairman, as 
well as one of the founders, 
of Parex bank. Latvia’s 




248m lats. Thinking back, 
be murmurs: "a bit foolish 
perhaps” at the memory of 
his Bolshevik forefathers. 

Mr Kargin began his 
capitalist adventure in the 
waning days of the Soviet 
Union when, with 
Komsomol money, he 
opened a tourist services 
company in Riga in 1987. 
The hlg break came in 1990 
however, when the reformed 
Communist-led government, 
eager to display its 
independence from Moscow, 
granted the company a 
licence to deal in foreign 
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By 1992, the proceeds of 
the foreign exchange 
business ftmded the start-up 
of Parex bank. “We had a 
good amount of our own 
assets, because the 
shareholders had 
substantial capital,” Mr 
Kargin recalls. With this 
capital, the new bank took 
over the local branch offices 
of Promstroj bank, one of 
the Soviet state banks, and 
soon added branches bought 
from Russia’s MOST bank. 

Today, Mr Kargin receives 
visitors in the elegant 
pre-revolutionary bank 
building in Riga’s old town 
which serves as Pam’s 
bead office. A fleet of 
four-wheel-drive vehicles 
with tinted windows and 
expensive limousines is 
parked outside, and a 
coterie of burly bodyguards 
surrounds and protects him. 

In the Latvian banking 
community, Parex has the 
reputation of a hank which 
forecloses quickly and 
determinedly on slow or 
reluctant payers. 

In contrast to his 
surroundings, Mr Kargin 
comes amiss as a sensitive 
and cautions banker but 
also an advocate for the 
non-Latvian community in 
general. He says that it is a 
big mistake for the 
government to discriminate 
against Russians and other 
forma Soviet citizens who 
would jump at the chance to 
play their fall part in both 
the political and economic 
life of the republic. 

“Exclusion from politics 
means that the Russians 
and others are forced to 
concentrate an business and 
finance,” he says. 

As for the role of Parex, 
he say s: “The hank is a 
portrait of its clients”. After 
the Soviet dissolution, 

Latvia became a popular 
destination for flight capital 
from Russia and other 
former Soviet republics as 
Russians sought to deposit 
money abroad to avoid taxes 
at home. They Uked the Idea 
of keeping their money in a 
relatively sound banking 
system dose to borne, local 
analysts say. 

Mr Kargin describes Pares 
as a universal hank. “By 
client base, profitability, 
and di v e r sity of 
transactions, we are the 
pronounced leaders on the 
market,” he adds. 

But many of the hank’s 
clients are trading 
companies, Hwillny mainly 
with former Soviet markets. 
Parex itself also invests in 
BiHBtiwi GKO and the 


treasury bills of other CIS 
co un try governments whose 
yields tar surpass anything 
an the domestic market 
Other Latvian banks have 
also invested in municipal 
bonds and blue chip stocks 
in Russia and the CIS. 

“In order to understand 
the situation at the bank, 
you have to understand the 
situation in Latvia.” he 
says. With approximately 
S3bn in deposits, “Latvian 
banks are suffering from 
excessive liquidity, and the 
resources are such that they 
cannot be invested in the 
Latvian economy. Latvian 
banks are therefore 
investing in markets with 
which they are familiar.” he 
says. 

Latvian banks are 
believed to have invested up 
to $500m in CIS markets in 
the past few years. But 
Pares, while orientated 
towards the east, also has a 
substantial local loan 
portfolio. “Despite the lower 
credit rates in Latvia, as 
compared to Russia, our 
goal is to give credit to local 
business," says Mr Kargin. 

At the same time, he 
laments that Latvian 
business cannot absorb 
more credit For the next 
three years, Parex intends 
to keep the proportion of 
assets to loans in the local 
market at a constant rale. 
Unlike other banks in the 
Baltic region, for whom 
merges are a management 
mantra, Parex also plans to 
continue its strategy of 
organic growth rather than 
takeovers. 

“We have no plans to 
develop our business in 
Estonia, because we see no 
reason.” Mr Kargin notes. 

Parex does, however, have 
plans to open a subsidiary 
in Lithnania, “because we 
have an excess of liquidity.” 

One indicator of the 
bank’s reputation for 
solidity is the government's 
willingness to use Parex 
bank for treasury and other 
operations. About 30 per 
cent of Latvia's central 
government budget, or 83m 
lats. Hows through Pares 
accounts, which makes the 
government one or its 
largest customers, Mr 
Kargin says. “We get 
government money because 
we’re perceived as stable." 

Parex was untouched by 
the 1995 KaTifrrng crisis in 
Latvia. “We were never in a 
crisis s i tu a tion . . . because 
we are conservative,” he 
adds. 

Matej Vipotnik 
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FOREIGN! POLICY • by Matej Vipotnik 


Clash proved case for EU 


PROFILE 


Liepaja 


By joining the EU 
and Nato, Latvia 
may be able to 
stabilise relations 
with Russia 

When prominent Russian 
politicians threatened eco- 
nomic sanctions against Lat- 
via in April for allegedly vio- 
lating the human rights of 
ethnic Russians, they unwit- 
tingly underlined the case 
Tor Latvia's entry into the 
European Union as soon as 
possible, says Valdis Bir- 
kavs. the foreign minister. 

"The closer our relations 
with the EU. the better our 
relations with Russia will 
become. I simply cannot 
imagine that anybody in 
Russia would suggest sanc- 
tions against us if we were 
an EU country." he adds. 

Relations between Moscow 
and Riga have been rocky 
since tbe Baltic state 
regained Its independence 
from the Soviet Union in 
1S91. The most recent spat 
began in March, when police 
in Riga confronted a group 
of mainl y Russian pension- 
ers protesting against the 
high cost of living by block- 
ing one of the capital's main 
thoroughfares. 

When the pensioners 
refused to move, police 
pushed the crowd off the 
street No one was hurt, but 
Russia's Foreign Ministry 
cited the “incident" as fur- 
ther proof of Latvia's repres- 
sive policies against ethnic 
Russians. Several EU coun- 
tries later chastised Moscow, 
saying its comments were 
out of proportion with what 
actually happened. 

But Moscow's campaign 
did not end there. Two mys- 
terious bombings in early 


April, at a synagogue in Riga 
and in the vicinity of the 
Russian embassy, whipped 
up Moscow's fury. Boris 
Yeltsin. Russia’s president, 
spoke vaguely about eco- 
nomic sanctions against the 
Baltic country while Yuri 
Luzhkov, tbe mayor or 
Moscow, and and the gover- 
nors of several Russian 
regions also announced they 
would boycott Latvian 
goods. 

Cun tars Krasts. Latvia’s 
prime minister, believes that 
Russia’s fury bas little to do 
with the rights of ethnic 
Russi ans and much to do 
with commercial interests. 

When world crude prices 
plummeted earlier this year. 
Russian oil companies asked 
Ventspils port, the main Bal- 
tic sea outlet for Russian 
erode, to drop transit fees. 

“The Latvian reaction to 
the Russian request to 
reduce oil transit costs was 
not prompt enough," Mr 
Krasts says. Ventspils did 
eventually lower tbe fees, 
but only after Mr Yeltsin 
had threatened to divert 
Russian oil Hows away from 
Latvia. The US eventually 
issued a stem condemnation 
of Russia's tactics while EU 
countries stepped up pres- 
sure on Latvia to resolve tbe 
fate of its non-citizen popula- 
tion. 

Russia still refuses to for- 
mally recognise that the 
Soviet occupation and 
annexation of tbe Baltic 
states in 1940 was illegal A 
bilateral treaty which cedes 
to Russia some territory 
recognised as Latvian in tbe 
1920 Treaty of Riga - as part 
of the price for normalisa- 
tion of bilateral rela- 
tions - has been ready for 
signature for months. But 
instead of signing, Moscow 


continues to use the plight 
of ethnic Russian residents 
but non-citizens to publicly 
chastise Latvia as a violator 
of human rights. 

Memories of the Soviet 
occupation are still vivid and 
successive Latvian govern- 
ments have so far refused to 
submit to Moscow's 
demands that citizenship 
should be automatically 
granted to all those who 
were resident in Latvia at 
the time of the declaration of 
independence. 

However, President Boris 
Yeltsin offered to go to Lat- 
via during a discussion of 
the issue at the C6 summit 
in Birmingham, England, 
and the Latvian parliament 
has now approved a revised 
citizenship law which fol- 
lows recommendations by 
the Organisation for Secu- 
rity and Co-operation in 
Europe (OSCE). 

Yevgeni Primakov. Rus- 
sia's hawkish foreign minis- 
ter, said recently that rela- 
tions between Latvia and 
Russia would enter a “new 
era” if Latvia adopted the 
OSCE recommendations. But 
this got a cool reception in 
Riga. 

**We don’t need new eras. 
we need normal relations. 
Our relations with Russia 
can improve very slowly. 
The deeper we're integrated 
into Europe, the better our 
relations with Russia will 
be," Mr Birkavs says. 

Latvia is thus counting 
heavily on being Invited to 
join EU accession negotia- 
tions alongside the five other 
former communist states at 
the next EU summit in 
December. Its aspirations 
were dashed last July when 
the European Commission 
judged Latvia's economic 
progress insufficient. This 


time around, says Mr Bir- 
kavs, Latvia's macro-eco- 
nomic indicators will be 
much better. 

Moscow’s rhetoric has also 
bolstered Latvia’s determina- 
tion to join Nato. In Janu- 
ary. Latvia. Estonia and 
Lithuania signed the US-Bal- 
tic Charter, a document 
which reaffirms in general 
terms America's commit- 
ment to security in the 
region. Despite strong and 
repeated protests from 
Moscow about enlarging 
Nato to include former 
Soviet states. Washington 
and Nato have left all 
options open, and may take 
in several more countries in 
the near future. 

As a sign of their commit- 
ment to the Atlantic alli- 
ance, the Baltic states have 
contributed several peace- 
keeping units to the Nato 
mission in Bosnia. 

Latvia bas also pledged to 
increase its defence budget 
to 1 per cent of GDP. up 
from the current 0.6 per 
cent 

In spite of the sometimes 
tense relations between 
Moscow and Latvia, work 
Will Start on dismantling the 
last outpost cS the Russian 
army in the Baltics this sum- 
mer. 

If all goes according to 
plan, the an tl -ballistic mis- 
sile radar base at Skrunda, 
in western Latvia, which 
was leased by Russia after 
its troops pulled out of the 
Baltics, will be switched off 
on the last day of August 
The OSCE, which has 
monitored the base and will 
supervise the withdrawal, 
says relations between the 
two countries over the issue 
have been cordial. It expects 
the withdrawal to be trouble- 
free 
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Sold for scrap: a flotflta erf rusting submarines left behind by the Russian Baltic fleet 

Abandoned city’s new life 


In the fateful year of 1905, 
tbe imperial Russian Baltic 
Fleet slipped ont of its base 
ports of Revel, now known 
as T allinn the capital of 
Estonia, and Liepaja in 
Latvia. 

It was the beginning of an 
epic journey around Africa 
and across the Pacific Ocean 
which ended in a disastrous 
defeat across the other side 
of the world which 
precipitated tbe 1905 
revolution. 

Nearing the end of its long 
journey to avenge earlier 
defeats by the Japanese 
navy of tbe Russian Pacific 
Fleet in Darien and Port 
Arthur, the Baltic fleet was 
attacked and sunk by a 



p o we r f ul Japanese force in 
tbe straits of Tsushima 
between Korea and Japan, 
500km short of its 
destination. Vladivostok. 

In 1994, the former Soviet 
Baltic fleet suffered a less 
painful but equally 
momentous blow when the 
last units sailed ont of 
Liepaja as part of the 
withdrawal of former Soviet 
forces from central Europe 
and the Baltic states 
following tbe disintegration 
of the Soviet empire and 
restored Independence for 
the Baltic states. 

Tbe departing Russian 
Baltic fleet left behind a 
flotilla of rotting 
submarines and other 
equipment winch was sold 
for scrap, and an entire 
dty-wtthin-a~city called 
Karosta. complete with its 
own onion-domed church. 

Karosta used to be borne 
to 30,000 Soviet sailors and 
their families. Today, the 
poorly built apartment 
blocks are boarded up and 
the tree-lined streets of 
red-brick officers* houses 
dating from Czarist times 
are overgrown. Holes have 
replaced doors and 
windows; rabble and water 
stains show where roofs 
have collapsed. 

During Soviet days, the 
Czarlst-era church was 
turned Into a warehouse and 
then an officers' club. 

Today, it bas been restored 
as a church where a 
congregation of mainly old 
women pray before dropping 


small ebange Into the hands 
of the desperately poor 
pensioners and drunks 
lining die steps to the main 
door. 

The desolation of the 
abandoned military city 
used to be matched by an 
eery stillness alongside the 
quays which formerly 
serviced the military fleet 
But over tbe past five years 
Liepaja has embarked upon 
a new life as a commercial 
port 

Former military 
administration buildings are 
being demolished to make 
way for a new special 
economic zone with tax and 
other incentives. 

The special treatment is 
designed to attract 
warehousing and 
manufacturing operations 
both to the 1.524ha of the 
former military base and on 
land adjoining the sea port, 
airport and connecting 
railway. 

The first cargo ship 
entered the former closed 
militar y area in January 
1992. Since then, traffic has 
risen steadily arid Liepaja 
has proved specially 
attractive to timber 
exporters. 

They need a large space to 
store and ship bulky timber 
and woodchips. and Liepaja 
provides acres of space 
alongside kilometres of 
quayside. 

Timber products account 
for more than a quarter of 
Latvia's total commodity 
exports and such exports 


are growing fast as 
cash-strapped farmers cut 
down their forests for 
income and build up the 
capital needed to modernise 
their farms. 

The huge harbour, with 
its protective entirciing 

breakwaters, is able to 
accommodate ships of up to 
10.5 metres draught In the 
main channel anf i 5m- 10 m 
at tbe quays. 

It is also a base for the 
ancient decrepit fishing 
boats which fish for sprats, 
herring, cod and other 
Baltic specialities. 

In recent years, Liepaja 
has also become the home 
base for three roll on-roll off 
lines. Traffic is building op 
steadily thanks to the pint’s 
good road links and there 
are already six sailings a 
week to Sweden, two to 
Rostok in Germany and a 
further two regular sailings 
a week to Denmark. 

Although unemployment 
remains high following the 
loss of military-linked jobs, 
privatisation of the local 
metallurgical plant has 
rescued the complex from 
impending bankruptcy. 

With the bulk or its 
output exported, the plant 
has provided additional 
traffic for a port which has 
now joined Riga and 
Ventspils in offering 
convenient and efficient 
access to and from the 
former Soviet hinterland. 

Anthony Robinson 
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Former mStary administration buildings are to make way for a new special economic 
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